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a Transnation Title Insurance Company

In addition to providing title insurance, LandAmerica also provides a range of other products and services for residential and commercial

real estate transactions including title search, examination, escrow and closing. Home inspections and warranties are available for

residential real estate transactions. For commercial real estate transactions, the company provides a broad range of specialized services

that includes property appraisal and valuation, building and site assessments and other due diligence services, survey cocrdination,

construction disbursement and coordination of national, multi-state transactions. Specialized services, such as real estate tax processing,

flood zone certifications, consumer mortgage credit reporting, default management services and mortgage loan subservicing, are
provided primarily to mortgage fending customers. LandAmerica and its subsidiaries operate over 800 company-owned offices and

through a network of 10,000 active agents in the United States, Mexico, Canada, Europe, the Caribbean, and Latin America.

FINANCIAL HIGHLIGHTS

In millions of dollars, except market price and per share data

2004 2003 2002
Revenues $3,522.1 $3,406.0 $2,586.6
Net Income $ 146.3 $ 1921 $ 1494
Total Assets $3,290.0 $2,721.6 $1,910.8
Shareholders’ Equity $1,151.1 $1,044.5 $ 863.6
Per Common Share Amounts
Net Income $ 8.07 $10.43 $ 8.10
Net Income Assuming Dilution $ 8.01 $10.31 $ 8.04
Shareholders’ Equity $64.09 $55.51 $47.07
Market Price on December 31 $53.93 $52.26 $35.45
52-Week Price Range:
High $57.73 $53.18 $38.30
Low $35.51 $35.50 $25.25
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To Our Shareholders

LandAmerica turned in another strong performance for 2004 as our total revenues

held steady at just over $3.4 billion. Highlights from 2004 also include net income

of $146.3 million, shareholders’ equity of $1.15 billion, diluted earnings per share

of $8.01, and we became a Fortune 500 company.

LANDAMERICA'S
GUIDING PRINCIPLES
Grounded by our Guiding Principles,

LandAmerica is committed to offering

comprehensive, reliable, and respected

services available to the real estate

transaction services customer.

DRIVE FOR EXCELLENCE
Customer Satisfaction
Continuous Improvement

Pursuit of Ideas

PERSONAL VALUES
Integrity

Respect for the Individual

MANAGEMENT PRACTICES
Clear Goals and Objectives
Frequent and Open Communication
Employee Development

Teamwork

Responsible Corporate Citizenship

In addition, in 2004 Fortune magazine recognized LandAmerica on its list of “Most Admired
Companies, " based on measurements that include innovation, quality of products, services
and management, employee talent, financial soundness, use of corporate assets, long-term
investment and social responsibility. As a company committed to living by our Guiding

Principles (see inset), we are particularly proud of this accomplishment.

MARKET ENVIRONMENT

Many predicted 2004 would be a much tougher year than the record-breaking year before.
Interest rates fluctuated throughout 2004 with a general up-tick based on a strengthening
economy and the actions of the Federal Reserve, which reduced overall mortgage volumes.
Compared to 2003 levels, residential refinance activity declined; however, the buy/sell side

of the business remained strong and commercial real estate activity levels increased.

We believe that our industry has good long-term dynamics founded on the strength of
the U.S. real estate market. Strong demographic trends such as household growth, baby
boomers meving into peak income and home buying years, and immigrants pursuing the
American dream of homeownership bode well for our residential business, and continued

strength in the economy will help our commerdial activities.

Our long-term objective is to enhance our position as a premier provider and manager of
integrated real estate transaction services while maximizing our profitability throughout
the real estate market cycle. To accomplish this objective, we are pursuing various business
initiatives designed to broaden our market position and provide the framework for

enhancing growth and maximizing profitability.

MARKET SHARE FOCUS

We seek to increase our share of the market by expanding our array of real estate transaction
products and services and increasing the distribution channels through which they are
offered. We continue to transition from a provider of title insurance and closing services to
becoming more of a single-source provider of multiple products and services required in
real estate transactions. We also seek to increase our presence by opening new offices or

acquiring new businesses in markets with the potential for significant transaction volume
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strong customer or community relationships in the pursuit of new business. Y;ﬁ”s E{\‘IS’Ed 2000-2004
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DELIVERING SUPERIOR SERVICE

_ _ - 25336
To better align our company with customer needs as well as enhance opportunities for 21195

, . o , . 17513

improving customer service, in early 2004 we reorganized our company with a focus on

our Residential, Commercial, Agency and Lender Service customers.

In 2004, LandAmerica Residential Services launched a Superior Service Guarantee. Offered

0 0 02 03 04

in most Residential Services offices, the Superior Service Guarantee supports our effort to
make the real estate settlement process easy and efficient for customers. It states: If a

customer is not satisfied with our service or any portion of their settlement experience,

we will promptly refund their escrow fee.

For commercial real estate customers, we've continued to expand our portfolio of solutions

and the Commercial Services office network. LandAmerica Commercial Services provides a

single paint of cantact for a comprehensive array of services beyond title and closing that
includes property appraisal and valuation, building and site assessments and other due
diligence services, survey coordination, construction disbursement, tax-deferred real property
exchanges under Section 1031 of the Internal Revenue Code, and Uniform Commercial

Code products insuring personal property.

In 2004, Agency Services launched AgentXtre™, a program of diverse business and
marketing solutions designed to support the day-to-day operations of our agents

around the country. Lender Services introduced LenderXtra®™, and its online component,
SHAREHOLDERS EQUITY

LenderXtraOrder™, to provide lender customers the opportunity to create custom packages Years Ended 2000-2004
. . ) ) ($ in millions)
of services based on their needs. Lender service packages may include real estate tax 10445 REIR
processing, flood zone certifications, consumer mortgage credit reporting, default 8636 |
i il s T
management services, and mortgage loan subservicing. . 8641 -

|
|

In the last year, LandAmerica has organized all of its Shared Resources to provide

direct support to our customer-focused operations by deploying specialists to the business .

management in each of our six geographic regions. We continued the centralization of title w0 oo

production and process improvement as well as the development and implementation of

an enterprise-wide sales methodology.

EFFECTIVE CAPITAL UTILIZATION

Strategic acquisitions allow us to achieve greater market penetration and broaden our
real estate transaction services offerings. During 2004, we added 27 new companies
to our family, expanding our core title business in the important California market as
well as in Florida, Michigan, Colorado, Missouri and Virginia. We also deepened our
commitment in the home inspection, commercial assessment, credit services, flood
services and default services businesses, and we expanded into the home warranty

and mortgage subservicing businesses.
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INCOME vs. CASH FLOW
Years Ended 2000-2004

($ in millions) 3177

2364 256.6
1921
138. 2149 4 146.3
92 8
60.3 ‘
04

I Cash Flow from Operatiors
" Pro Forma Net Income

(80.8)

*includes after-tax charge of $113.8 million for write-off of goodwill

(left to right) Alpert, Chandler, Foster

Stock repurchases aiso provide solid returns, and with dividends serve to balance the
overall effective utilization of capital. Since early 1999, we have repurchased 3.8 miflion
shares at an aggregate cost of $116.5 million or $30.48 per share. Dividends also provide
steady returns to shareholders as the quarterly dividend rate has been increased from
$0.05 per share in 2002 to $0.15 per share today.

LEADERSHIP TRANSITION
In late 2004, the Board of Directors elected to separate the roles of Chairman and Chief
Executive Officer, effective January 1, 2005. To that end, Charlie Foster continues in his role as

Chairman of the Board and Ted Chandler now serves as President and Chief Executive Officer.

During Charlie Foster's 14-year leadership as CEQ, LandAmerica grew dramatically—from
a relatively small title insurance carrier with operating revenues of about $400 million into

what is today an over $3.4 billion, Fortune 500 company.

For 11 of those years, he worked side-by-side with Jan Alpert, as President and then Vice
Chair. This unique executive partnership has been the catalyst for LandAmerica's success

ever since Charlie named Jan President in 1993.

After a 35-year career, Jan Alpert retired at the end of 2004. Jan began her career with
Lawyers Title in California as a senior clerk typist. By 1978, she had moved to the company
headquarters in Richmond to direct the national division as a vice president. Ten years
fater, Jan began a series of “firsts” as she became the company’s first female Senior Vice
President in 1988, the first female Executive Vice President in 1989, and the first female
President in 1993. An icon in the industry, we salute Jan's years of service and thank her
for her passion, commitment and expertise, and we look forward to Charlie and Jan's

continued contributions as members of our Board of Directors.

SPECIAL THANKS

The credit for LandAmerica’s overall success goes to our employees, who always do
such an outstanding job serving our customers and assisting our leaders in producing
exceptional results. Since becoming a public company in 1991, LandAmerica’s stock has
increased over 650% —and that would not be possible without our dedicated, talented

and canscientious warkforce.

LandAmerica remains committed to delivering value to our shareholders. As the demands
of our customers and the real estate industry continually evolve, we have embarked on a
series of strategic changes and initiatives that have required the support of our customers,
agents, shareholders, and employees. We thank you all for contributing to our success
through your continued partnerships and, with Ted as CEO, the new leadership intends to

exert similar drive and energy toward future success.

W st

/
Charles H. Foster, Jr. Janet A, Alpert
Chairman of the Board Vice-Chair

72odrne L Chomdle, )
Theodore L. Chandler, Jr.

President and Chief Executive Officer




Agency Services

LandAmerica relies on our network of more than 10,000 agents for the provision of
title and closing services to residential and commercial customers. LandAmerica’s
agents are located predominantly in the eastern United States, and are primarily
independent title companies and real estate attorneys. In 2004, agent revenue

represented almost 56.8% of our total operating revenue.

While we have always provided a wide range of business support and title production

services to our agents, in 2004 LandAmerica Agency Services formalized and enhanced our
commitment to agents by introducing the AgentXtra®™ Program. AgentXtra™ is a diverse
offering of customized business and marketing solutions to support day-to-day business

operations for our agents.

Programs available through AgentXtra®™ range from employee recruiting assistance to
provision of employee benefits, Errors & Omission insurance to multi-state licensing,
escrow reconciliation to co-op marketing. That, combined with the processing efficiency
and strength of more than 30 title production centers located nationwide, means we

provide our agents the tools they need to increase their productivity and profitability.

As part of the AgentXtra®™ Program, LandAmerica also introduced XtraOrder™, our
electronic order and delivery platform that provides our agents the capability to give
their customers fast and easy access to title commitments, endorsements, recording,

appraisals, credit reports, flood certification, tax services and default services.

$00T BoLRWYpUET] g
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Residential Services

Residential Services offers a nationwide focus on providing residential real estate
transaction services. LandAmerica residential customers include real estate brokers
and agents, local mortgage lenders and brokers, real estate attorneys and their
clients, builders, developers, and consumers invelved in the purchase, sale or

refinancing of real estate.

With more than 800 locations nationwide, Residential Services offices are primarily
identified with the company’s three major title insurance underwriters; Commonwealth,
Lawyers Title and Transnation. Core business in Residential Services focuses on title and
escrow delivered through branch offices on a local basis. While most transactions in
this channel are residential in scope, these offices also manage local commercial

transactions and lender relationships.

In 2004, LandAmerica developed and implemented a Superior Service Guarantee for most

of our Residential Services branch offices, As part of our customer-facused strategy, the Superior
Service Guarantee provides for the refund of the escrow fee when a residential customer

is not satisfied with our service or any portion of the settlement experience. The escrow fee,
also known as a closing fee, is separate and distinct from premiums paid for title insurance

policies, and is refunded to the customer within three days of notification.

Along with our commitment to Superior Service, LandAmerica is also focused on continuing
to provide a wider range of services relevant to the residential customer. In 2004, Residential
Services added Buyers Home Warranty Company, an innovative provider of home service

contracts, and expanded our InspecTech property inspection division through the acquisition

of seven home inspection providers.




Commercial Services

LandAmerica Commercial Services is focused on the commercial real estate
transaction customer doing business locally, nationally, and outside the continental
United States. Commercial customers include attorneys and their clients, builders

and developers, corporate real estate departments, real estate investors,

and lenders making commercial [oans.

Along with the core business of title and closing, Commercial Services also provides a broad
range of specialized services that include property appraisals and valuation, buitding and
site assessments, as well as other due diligence services, survey coordination, construction
disbursement, tax-deferred "1031" real property exchanges, and Uniform Commercial Code

products insuring personal property,

LandAmerica Commercial Services uses the combined capital position of our three principal
title underwriting subsidiaries— Commonweaith, Lawyers Title, and Transnation—to
underwrite large commercial policies and facilitate the coordination of national, multi-state
transactions. By delivering such a broad portfolio of solutions through a single point of
contact, LandAmerica is involved with its commercial customers earlier, longer and

throughout the transaction cycle,

In 2004, Commercial Services aligned its local commercial offices with its national
commercial offices, and now employs more than 900 commercial transaction

specialists in 45 offices in 27 strategic markets. Future plans for LandAmerica Commercial
Services include increasing the application of web-based technology to facilitate work

flow and collaboration with customers, as well as continuing to expand client services.

00T eoLAWYPUET ¢
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Lender Services

Lender Services is comprised of LandAmerica companies focused on meeting the

origination and servicing needs of residential mortgage lenders. Lender Services

customers are primarily national and larger regional lenders seeking a range of

solutions—in many cases, bundled —related to the purchase, sale or refinancing

of residential real estate.
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For mortgage loan origination, LandAmerica provides consumer mortgage credit reporting,

flood zone certification, and coordinated title, closing and escrow services. For mortgage loan
servicing, LandAmerica offers real estate tax payment services, mortgage loan subservicing
and a wide range of default services—including REQ management, foreclosure and

bankruptcy services, and lien reconveyance.

In 2004, LandAmerica acquired two companies that will provide added strength to our
Lender Services portfolio—LoanCare Servicing Center, Inc., a large loan subservicing
company, and 3Arch Financial Services Corporation, an addition to our Default Services

group that expands our presence in California and New York.

Also during the year, LandAmerica Lender Services introduced the LenderXtra™ Program,
a flexible approach to product bundling that allows national lenders to create customized
service packages, and LenderXtraOrder™, the online component of LenderXtra that allows

real-time instant price quotes and order conversion for bundled lender services.




MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

OVERVIEW

The Company’s long-term goal is to enhance its position as
one of the largest providers of real estate transaction services.
To accomplish this objective, the Company has expanded
its operations through internal growth and selective strategic
acquisitions. The Company’s business operations are organ-
ized under three primary business segments: Title Insurance,
Lender Services and Financial Services. Other operating
business segments not required to be reported separately are
reported in a category called Corporate and Other. These
groupings of business operations are consistent with the way
the Company’s management views its business results and
consistent with Financial Accounting Standards Board
Release No. 131, Disclosures about Segments of an
Enterprise and Related Information.

The Company’s dominant business operation continues
to be its Title Insurance segment, which accounted for
93.9% and 97.4% of the Company’s operating revenues
in 2004 and 2003, respectively.

TITLE INSURANCE

The Company’s Title Insurance segment is influenced by
the level of real estate activity and the cost and availability
of mortgage funds. The demand for the Company’s title
insurance products and services is dependent upon, among
other things, the volume of residential and commercial real
estate transactions, including mortgage refinancing trans-
actions. The volume of these transactions has historically
been influenced by factors such as interest rates and the
state of the overall economy. For example, when interest
rates are increasing or during an economic downturn or
recession, real estate activity typically declines and the
Company experiences lower revenues and profitability.
The cyclical nature of the Company’s business has caused
fluctuations in revenues and profitability in the past and
is expected to do so in the future. Prior to 2002, the
Company also experienced seasonality within a particular
year. Due to the historically low interest rates in the last
three years, the Company’s results have not followed
their typical seasonal patterns. The Company anticipates
that its normal seasonality will return in future periods.
See “Cyclicality and Seasonality” below.

The Company’s Title Insurance segment revenues
include title insurance premiums, escrow fees and fees for
other ancillary services. Premiums and fees are determined
both by competition and by state regulation. In addition,
Title Insurance segment revenues are affected by the
Company’s sales and marketing efforts. Revenue from
Company-owned title operations is recognized at the time
real estate transactions close. There can be a several month
delay between the time that a title order is opened and
the real estate transaction closes. Consequently, expenses
may be incurred related to a direct title order in advance
of revenues being recognized. Operating revenues from

independent agents are recognized when the Company
receives notification from the agent that a policy has
been issued. Agent notification typically occurs later than
the closing of the real estate transaction. The delay in
notification varies from year to year, from agent to agent
and between regions of the country. During 2004, the
Company experienced an average delay between closing
and reporting by agents of approximately 125 days. The
delay in notification by agents not only delays revenue
recognition but may also create a significant lag berween
changes in general real estate activity and the impact of
such changes on the portion of the Company’s Title
Insurance segment revenues attributable to agents.

The Company’s profit margins are affected by several
factors, including the volume of real estate and mortgage
refinance activity, title policy type and amount. Volume is
an important determinant of profitability because the
Company, like any other real estate services company, has
a significant level of fixed costs arising from personnel,
occupancy costs and maintenance of title plants. The
Company utilizes title orders opened as a forward-looking
indicator of business volume. Because premiums are
based on the face amount of the policy, larger policies
generate higher premiums, although expenses of issuance
do not necessarily increase in proportion to policy size.
Cancellations affect profitability because costs incurred
both in opening and in processing orders typically are not
offset by fees. The Company’s results are also impacted
during times of increasing or decreasing volumes since
the Company cannot immediately match its staffing
requirements to changes in its business volumes.

The Company’s largest expense is commissions paid
to agents. The Company regularly reviews the profitability
of its agents, adjusting commission levels or canceling
certain agents where profitability objectives are not being
met and expanding operations where acceptable levels of
profitability are available. The Company continually mon-
itors its operating expenses, which are the sum of salaries
and employee benefits, agency commissions and other
expenses (exclusive of interest, amortization and certain
other items) as a percentage of operating revenues.

Generally, title insurance claims rates are lower than
other types of insurance because title insurance policies
insure against prior events affecting the quality of real
estate titles rather than against unforeseen, and therefore
less predictable, future events. See “Critical Accounting
Estimates — Policy and Contract Claims” for further
discussion. In addition, the Company may be subject to
claims and litigation other than in the ordinary course
of business. In 2004, the Company settled certain out-
standing litigation resulting in a pre-tax charge to earnings
of approximately $9.2 million in the fourth quarter. In
addition, in 2004, the Company received requests for
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information and subpoenas from certain states seeking
information relating to investigations of the business
practices of the Company and the title insurance industry.
Multiple states are specifically investigating reinsurance.
The Company may receive additional requests for informa-
tion and/or subpoenas in the future. The Company expects
to cooperate with all such requests or subpoenas. State
investigations may pose a significant challenge in 2005.

Operating revenues in 2004 were slightly lower than
in 2003, reflecting reduced residential activity partially
offset by increased revenue achieved through acquisitions
and increased levels of commercial real estate activity.
Operating revenues in 2003 benefited from record-setting
levels of mortgage and refinancing activities. For fiscal
year 2005, the Company expects interest rates to rise and
growth to continue through acquisitions; however, as
interest rates rise, the volume of residential activity is
expected to continue to decline consistent with the cyclical
nature of the title insurance business. As a result, operating
results for the years ended 2002 through 2004 should not
be viewed as indicative of results for any future period.
To counter this trend, the Company has initiated a sales
enhancement process to spur organic sales growth. The
sales process trains the Company’s sales personnel to
effectively market the Company’s title insurance and
related products and services to its customers.

The Company continually evaluates its cost structure -

to optimize it for anticipated business levels, In response
to declining mortgage volumes, the Company implemented
a cost reduction program begun in the fourth quarter of
2003 aimed at reducing staffing and cost levels within
existing operations to a level more consistent with antici-
pated transaction volumes. As a result, in the first quarter
of 2004, the Company announced plans to further reduce
its cost structure within existing operations by at least
$70 million on an annualized basis. At June 30, 2004,
the Company had implemented reductions to achieve at
least the targeted cost savings. Although the Company’s
staffing and cost levels were reduced as a result of the
aforementioned plans, the Company saw an overall
increase in salaries and employee benefits and general
and administrative expenses during 2004 primarily due
to the Company’s acquisitions.

In 2005, the Company will continue its evaluation and
integration of acquisitions. The Company completed 10
Title Insurance segment acquisitions during 2004 and will
evaluate potential acquisition opportunities as they arise.

LENDER SERVICES

The Company’s Lender Services segment provides services
to regional and national lending institutions which com-
plement those offered in the Company’s title insurance
business. These services consist primarily of real estate tax
processing and flood certification services, mortgage credit
reporting, default management services, and mortgage
loan subservicing. With the exception of a portion of
default management, the services provided by this segment
are the result of businesses acquired by the Company
during 2004 and 2003. In December 2004, the Company

purchased LoanCare Servicing Center, Inc. (“LoanCare”),
a large mortgage loan subservicer. In October 2003, the
Company entered the business of providing flood certifi-
cation and real estate tax services to mortgage lenders by
purchasing LandAmerica Tax & Flood Services, Inc.
(“LATF?”), formerly known as LERETA Corp. , one of the
largest tax and flood service companies in the United States.
The Company initially entered the credit information busi-
ness for the mortgage lending industry through its acquisi-
tion in August 2003 of INFO1 Holding Company, Inc.,

a wholly-owned subsidiary of the Company’s subsidiary
LandAmerica Credit Services, Inc. (“LACS”). During
2004, the Company expanded the national scope of its
businesses in these areas through the purchase of one flood
certification business, four credit reporting businesses and
one default management business.

The Lender Services segment currently realizes
approximately half of its reported revenues through
service revenues associated with tracking and reporting
of real estate tax payments and flood zone certifications
related to mortgage loans for lending institutions. The
Company’s servicing agreements typically call for the
Company to service the mortgage loan undil cancellation
or sale. The lenders pay for these services at the time they
add a loan to their servicing portfolio. The Company
defers a significant portion of its revenue received for
these services to account for the life of loan servicing
aspects of the contracts. As a result, revenue reported in
the financial statements represents the amortization of
both current and prior service fees and is not representa-
tive of new contract sales levels. Expenses, on the other
hand, are charged to the income statement as incurred
and are not deferred. Thus, an understanding of the levels
of deferred revenues or new contract cash received in this
area is critical to understanding the relative strength of
underlying business related to tax and flood services. The
estimated life of loans is reviewed regularly to determine if
there have been changes in contract lives and/or changes
in the number or timing of prepayments, and adjusted to
reflect current trends. The Company is required in certain
instances to reimburse part of the fees should the lender
sell the loan to another party. See further discussion in
“Critical Accounting Estimates” below.

Revenues in mortgage credit reporting, default man-
agement services and loan subservicing are recognized
when the report or service is delivered to the customer.

This segment has a substantial opportunity to leverage
the Company’s Title Insurance segment business relation-
ships to cross-sell services to other financial institutions.
A significant challenge for these businesses is their inte-
gration into the Company’s overall structure without
jeopardizing their current business relationships. During
2004 the Company began offering a bundled product
solution, primarily to its national lender customers, which
includes products offered by the Title Insurance segment
and businesses included in Lender Services. The Company
expects to continue expanding organically and by acquisi-
tion in this segment and by focusing on the realization of
cross-selling opportunities.




FINANCIAL SERVICES
The business reported in this segment includes Orange
County Bancorp and its wholly-owned subsidiary,
Centennial Bank, a California industrial bank acquisition
the Company made in November 2003 (“Centennial”).
Centennial’s primary business is the origination and
bulk purchase of commercial real estate loans in the
Southern California marketplace and is dependent on the
viability of the commercial real estate market in Southern
California. Deposits are solicited through the internet for
both certificates of deposit and passbook savings accounts.
As an industrial bank, Centennial does not accept
demand deposits, such as checking accounts, that provide
for payment to third parties. Centennial does not offer
banking services such as credit cards or automated teller
machines. The Company utilizes Centennial to hold a
portion of its escrow deposits. The Company anticipates
expanding its utilization of Centennial to facilitate escrow
balance transactions.

CORPORATE AND OTHER

This group includes businesses that are not significant
enough in size to be reported as separate segments, as
well as the unallocated portion of the corporate expenses
(including unallocated interest expense) related to the
Company’s corporate offices in Richmond, Virginia. The
businesses reported in this group provide commercial and
residential inspections, commercial appraisals and assess-
ments, and home warranties.

The Company’s assessment business is managed by
the Company’s LandAmerica Assessment Corporation
subsidiary that was acquired in 2002 and which is head-
quartered in California. This business provides due
diligence services to commercial customers throughout
the United States, Canada, Mexico, the Caribbean and
Europe. Revenue is recognized upon completion of the
services to the customer.

The Company’s commercial and residential inspection
services are run by the Company’s Inspectech, Inc. subsidiary.
Its business is highly dependent on the real estate industry
and the levels of residential home sales and refinancings.
Inspectech, Inc. charges a flat fee for each transaction
which is generally collected at the time of service.

The Company’s commercial appraisal and valuation
operation is run by the Company’s subsidiary
LandAmerica Valuation Corporation, formerly known
as Land America Commercial Appraisal Corporation.

Its business is highly dependent on the commercial
real estate market. A fee is charged based on the type
and complexity of work performed.

In September 2004, the Company purchased Buyers
Home Warranty Company (“BHW”), headquartered in
California, which provides and services home warranty
contracts in California, Texas, Arizona, Colorado,
Nevada, New Mexico and Oklahoma. Fees charged
by this business are deferred upon receipt and amortized
over the life of the underlying contract, which is generally
one year.

CRITICAL ACCOUNTING
ESTIMATES

This discussion and analysis of the Company’s financial
condition and results of operations is based upon the
Company’s accompanying Consolidated Financial
Statements which have been prepared in accordance with
accounting principles generally accepted in the United
States. The Company considers the following accounting
estimates to be critical in preparing and understanding such
statements. Actual results could differ from these estimates.
Significant accounting policies are disclosed in Note 1 to
the accompanying Consolidated Financial Statements.
Policy and Contract Claims - In the Title Insurance
segment, consistent with the requirements of FAS No. 60,
a provision for estimated future claims payments is
recorded at the time policy revenue is recorded. This esti-
mate is recorded as a percentage of revenue. The payment
experience of the Company and the title insurance industry
extends for more than 20 years after the issuance of a
policy. Due to the length of time over which claim pay-
ments are made and regularly occurring changes in
underlying economic conditions, these estimates are sub-
ject to variability. The Company considers factors such as
historical timing of claims reported and historical timing of
claims paid over the period in which policies are effective
against actual experience by year of policy issue to deter-
mine the amount of claims reserves required for each year
for which policies are outstanding. The Company also
considers the impact of current trends in marketplace
activity, such as refinance activity which may shorten the
time period a policy is outstanding, bankruptcies, and
individual large claims attributable to any particular period
in determining the expected liability associated with each
year. Since there is an extended time period for which the
Company is liable, slight changes in current claims expe-
rience can result in a significant impact in the amount of
liability required for potential Incurred But Not Reported
(IBNR) claims. Loss provision rates are reviewed periodi-
cally and adjusted by management as experience develops
or new information becomes known. The Company’s
independent consulting actuaries review projections of
required reserves as considered necessary during the year
and at year-end. These projections are compared to
recorded reserves to evaluate the adequacy of such
recorded reserves, and any necessary adjustments are
included in current expenses. The impact on pre-tax
income of a 1 percent change in the loss rate for title
operations on current year business volumes is as follows:

$ (32.4) million
$ 32.4 million

Increase in Loss Rate of 1%
Decrease in Loss Rate of 1%

Purchase Accounting and Goodwill and Long-Lived
Assets Valuations - During the years ended December 31,
2004 and 2003, the Company completed 27 and 19
acquisitions, respectively. These acquisitions were intended
to grow the Company’s title operations and expand its
real estate transaction services portfolio. As a result of
these acquisitions, the Company assigned fair values to
the assets and liabilities purchased and increased the
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amount of goodwill and other intangibles recorded on
its balance sheet. The Company utilizes the services of
an independent appraisal company to assist it with the
allocation of purchase price to acquired assets (including
goodwill) and liabilities.

Effective January 1, 2002, the Company adopted
SFAS No. 142, Goodwill and Other Intangibles, which
required that the Company discontinue amortizing good-
will and begin assessing the recoverability of goodwill for
each of its reporting units. Reporting units are business
components of an operating segment, and goodwill is
assigned to the reporting unit which benefits from the
synergies arising from each business acquisition. The
Company tests for the recoverability of goodwill annually
or sooner if events or changes in circumstances indicate
that the carrying amount of its reporting units, including
goodwill, may exceed their fair values. The fair value of
the reporting units is determined using cash flow analysis
which projects the future cash flows produced by the
reporting units and discounts those cash flows to the
present value, The projection of future cash flows is
necessarily dependent upon assumptions on the future
levels of income as well as business trends, prospects and
market and economic conditions. When the fair value is
less than the carrying value for the net assets of the
reporting unit, including goodwill, impairment loss may
be charged to operations. Based on the Company’s annual
analysis, no impairment was identified for the year ending
December 31, 2004. See further details in Note 18 to the
accompanying Consolidated Financial Statements. The
Company’s intangible assets include technology, customer
relations and non-competition arrangements which are all
amortized over their useful lives. Pursuant to SFAS No.
142, for intangible assets that are amortizable with defi-
nite lives, tests for impairment must be performed if con-
ditions exist that indicate the carrying value may not be
recoverable. Such conditions may include a loss of
a significant customer or a change in the assessment
of future operations. Based on our review for the year
ending December 31, 2004, there was no impairment
of intangible assets.

The Company also reviews the status of its title
plants at least annually. Periodically, the Company deter-
mines that a title plant will no longer be used or has been
abandoned. In those instances, the Company takes a
charge to earnings when it determines that the plant has
been abandoned. The Company anticipates that it may
take additional charges in future periods as state and
local courts and municipalities continue to automate their
property records and make them available through elec-
tronic media. As part of its process of reviewing long-lived
assets, during 2004 and at December 31, 2003, the
Company identified 17 and 21 title plants, respectively,
in the Title Insurance segment with aggregate book values
of $5.0 million and $4.9 million, respectively, that will
not continue to be used or maintained. Accordingly, the
Company recorded impairment losses of $5.0 million and
$4.9 million, respectively, which is reflected in “Write-off
of Title Plants” in the accompanying Consolidated
Financial Statements.

Deferred Tax Assets — Many deductions for tax
return purposes cannot be taken until the expenses are
actually paid, rather than when the expenses are recorded
under Generally Accepted Accounting Principles (“GAAP”).
In these circumstances, under GAAP, companies accrue
for the tax benefit expected to be received in future years
if, in the judgment of management, it is “more likely than
not” that the Company will receive such benefits. The
most significant factor in this determination is the pro-
jected future timing and amounts of taxable income. If
management determines that it is no longer “more likely
than not” that an asset will be utilized, the Company
would record a valuation allowance which would reduce
net income in the period recorded. Deferred tax assets
created from tax benefits expected to be realized at
December 31, 2004 and 2003 relate primarily to policy
and contract claims, goodwill, pension liability, deferred
service arrangements, allowance for doubtful accounts
and employee benefit plans offset by deferred tax liabilities
primarily related to other intangibles, unrealized gains on
the Company’s investment portfolio, title plants and fixed
assets. Based upon the Company’s historical results of
operations, the existing financial condition of the
Company and management’s assessment of all other
available evidence, management believes that these assets
will more likely than not be realized. See Note 10 to the
accompanying Consolidated Financial Statements.

Pension and Other Postretirement Benefits — The
Company has pension and other retirement benefit plans
covering substantially all employees. These plans are
valued annually by an actuary who employs significant
assumptions that are particularly important when deter-
mining our projected liabilities for pension and other
postretirement benefits, Payments related to these benefits
will be made by the Company over a lengthy period and
the projected liability will be impacted by assumptions
regarding inflation, investment returns and market inter-
est rates, changes in the benefit obligations and laws and
regulations covering the benefit obligations.

One significant assumption is the expected long-term
rate of return on plan assets. A lower expected return on
plan assets increases the amount of pension expense and
the liability decreases as the discount rate increases. The
use of expected long-term rates of return may result in
recognized returns that are greater or less than actual
returns in any given year. Over time the expected returns
are used to approximate actual long-term returns which
result in a pattern of expense recognition that more closely
matches the service lives of typical employees. The Company
uses long-term and actual historical returns, current and
targeted asset mix and future estimates of long-term
investment returns to develop its long-term return for plan
assets. The Company’s anticipated rate of return was 8.0%
as of the 2004 valuation date. Another significant assump-
tion in valuing the pension liability is the discount rate. In
general, the liability increases as the discount rate decreases
and the liability decreases as the discount rate increases.
The discount rate utilized is based on rates on high quality
fixed income debt instruments available at the end of each




valuation period. The Company utilized a discount rate of
6.0% in determining its 2004 benefit obligations.

Changing the discount rate or long-term rate of
return would result in the following impact on the
pension benefit liability:

Projected Benefit Obligation

$(20.3) million
$ 23.8 million

Increase of 1% in discount rate
Decrease of 1% in discount rate

Additionally, assumed health care cost trend rates
have a significant effect on the amounts reported for the
other postretirement benefits. A one-percentage-point
change in assumed health care cost trend rates would
have the following effects:

One-Percentage-
Point Increase

One-Percentage-

{in millions) Point Decrease

Effect on total of service

and interest cost $0.1 £(0.1)
Effect on postretirement
benefit obligation $1.7 $(1.5)

On October 26, 2004, the Company announced that
effective December 31, 2004 it was ceasing future accruals
to the retirement plan accounts of all plan participants
provided in the Company’s Cash Balance Pension Plan
(the “Plan”) other than annual interest credits on account
balances. The changes impacting the Plan most significantly
are fully vesting accrued benefits to participants in the
Plan as of December 31, 2004, and limiting participation
in the Plan to those individuals who were participants in
the Plan as of December 31, 2004. (See further informa-
tion in Note 12 to the accompanying Consolidated
Financial Statements). As a result of the change, the
Company had to adopt curtailment accounting for the
Plan as specified under FAS No. 88. The curtailment
resulted in the Company recording a one-time gain of
approximately $4.8 million and increasing the minimum
pension liability by $1.1 million at December 31, 2004.

Deferred Service Arrangements — When the Company
acquired tax and flood and home warranty companies, all
of their assets and liabilities were adjusted to fair value in
accordance with purchase method accounting. In making
these adjustments, each entity’s deferred revenue account,
representing amounts which had been deferred and would
have been amortized over the remaining lives of the
contracts for the provision of real estate tax monitoring,
flood certification services, and home warranty services
existing at the acquisition date, was eliminated. The
deferred revenue account was replaced with an account
called deferred service obligations representing the estimated
fair value of the obligation to provide the required services
over the remaining life of the subject contracts. This
account, established as of the acquisition date, is being
amortized over the remaining lives of existing contracts.

As previously noted, real estate tax monitoring, flood
certification fees, and home warranty service fees received

on new contracts entered into since the acquisition dates
are deferred and amortized over the estimated lives of the
contracts to which they relate. The sum of amortization
of the “initial deferred service obligation” and amortiza-
tion related to fees accrued on new contracts represent
the earned fee amount for the period.

The estimated remaining contractual life for real estate
tax monitoring services and flood certification services
can vary depending on a number of factors including, but
not limited to, type of loan, lender, credit quality of the
borrower, interest rates and portfolio turnover. The
Company evaluates the portfolio of loans under service
quarterly to determine the appropriate portfolio life for
loans under service. An increase/decrease of six months in
the average service life for all loans serviced would result
in the following approximate changes to revenue recog-
nized for real estate tax and flood monitoring revenues:

Revenue Recognized

$(4.5) million
$ 4.5 million

Increase of 6 months
Decrease of 6 months

CYCLICALITY AND SEASONALITY

The title insurance business is closely related to the over-
all level of residential and commercial real estate activity,
which is generally affected by the relative strength or
weakness of the United States economy. In addition, title
insurance volumes fluctuate based on the effect that
changes in interest rates have on the level of real estate
activity. Periods of increasing interest rates usually have
an adverse impact on real estate activity and, therefore,
premium and fee revenues. Due to the historically low
Interest rates in the past three years, the Company’s
results have not followed their typical seasonal patterns.
The Company anticipates that its normal seasonality will
return in future periods.

Historically, residential real estate activity has been
generally slower in the winter, when fewer families buy
or sell homes, with increased volumes in the spring and
summer. Residential refinancing activity is generally more
uniform throughout the seasons, but is subject to interest
rate variability. The Company’s Title Insurance segment
typically reports its lowest revenues in the first quarter,
with revenues increasing into the second quarter and
through the third quarter. The fourth quarter customarily
may be as strong as the third quarter, depending on the
level of activity in the commercial real estate market. Due
to historically low interest rates in the last three years,
the Company’s results have not followed the typical sea-
sonal patterns. In 2004, 2003 and 2002 the Company’s
fourth quarter revenues were stronger than the third
quarter primarily due to increased activity in the com-
mercial real estate market each year and as a result of an
increase in non-title operations in 2004 and an increase
in refinance activity in the residential real estate market
in 2003 and 2002.

The Company’s Lender Services segment has similar
seasonal trending. However, due to the nature of the
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revenue deferrals made in this segment, as noted above,
the impact on the Company’s results of operations will
differ. In instances where the Company receives cash in
advance for services for real estate tax payment and flood
certification services, the revenue is deferred and amortized

RESULTS OF OPERATIONS

OCPERATING REVENUES

ratably over the anticipated life of the loan servicing.

This ratable amortization has the impact of reducing the
volatility in revenue related to this segment; however, loss
of a customer may accelerate recognition of revenue in
certain periods, resulting in one-time volatility.

A summary of the Company’s operating revenues at December 31 is as follows:

(dollars in millions) 2004 % 2003 % 2002 %
Title Insurance
Direct Operations $1,397.9 40.6% $1,3743 4M.1% $1,095.6 43.2%
Agency Operations 1.837.7 53.3% 1,885.5 56.3% 1,403.9 55.4%
3,235.6 93.9% 3,259.8 97.4% 2,499.5 98.6%
Lender Services 149.6 4.3% 49.0 1.5% 1.9 0.1%
Financial Services 0.7 0.1% 0.1 — — —
Corporate and Other 58.6 1.7% 36.5 1.1% 32.2 1.3%
Total $3,444.5 100.0% $3,345.4 100.0% $2,533.6 100.0%

Title Insurance - Operating revenues from direct title
operations increased 1.7 percent in 2004 from 2003, The
increase in 2004 was primarily related to acquisitions of
title agents in the past two years including County Title
Holding Corporation (“Southland”) in April 2004 and
Gateway Title Company in November 2003 and increased
levels of commercial activity partially offset by a reduction
in residenrial refinancing transactions. All acquisitions by
the Company in this segment accounted for an increase
in direct operations operating revenues of $181.5 million
for 2004 as compared to 2003. The reduction in refi-
nancing transactions resulted in a decrease in the number
of title policies issued by the Company’s direct operations
in 2004, as compared to 2003, of 27.5 percent, excluding
acquisitions, that was partially offset by an increase in the
fee per closed order. The reduction in refinancing transac-
tions caused a change in the mix toward fewer refinancing
and more purchase title policies which have more revenue
per policy associated with them. Orders closed by the
Company’s direct title operations were, excluding acquisi-
tions, 918,000 and 1,110,200 during 2004 and 2003,
respectively. The average fee per closed order, which
includes title insurance premiums and other revenue related
to transactions by direct operations, was $1,522 in 2004
versus $1,238 in 2003. The fluctuations noted in the
number of policies issued and average fees per closed
order were primarily attributable to the relative changes
In mortgage activity year-over-year, as mentioned above,
as well as an increase in commercial activity. Operating
revenues from agency title operations decreased by 2.5
percent in 2004 compared to 2003. This decrease was
primarily attributable to the changes in refinancing activity

that the Company has experienced. An additional factor
is the timing in the reporting of transactions by agents.
The timing of policy reporting and, therefore, revenue
reporting by agents varies from year to year, from agent
to agent and between regions of the country.

Operating revenues from direct title operations
increased 25.4 percent for the year ended December 31,
2003 over the year ended December 31, 2002, This
increase was due primarily to residential refinancing activ-
ity, the impact of acquisitions made in 2003 and increases
in commercial real estate activity. The number of title
policies issued by the Company’s direct operations
increased for 2003 compared to 2002 by 26.4 percent,
excluding acquisitions, while the average fee per closed
order decreased from $1,253 per policy in 2002 to $1,238
in 2003 due to a change in mix toward more refinancings
which have less revenue per policy associated with them.
Policies issued by the Company’s direct title operations were
1,110,200 and 873,800 during 2003 and 2002, respectively.
Revenues from acquisitions in 2003 accounted for an
increase of $18.5 million for the year ended December 31,
2003 as compared to 2002. Operating revenues from
agency title operations increased by 34.3 percent in 2003
over 2002. This increase was primarily attributable to the
impact of increased residential refinancing activities. As
noted above, the timing of policy reporting and, therefore,
revenue reporting varies by agent.

The Company anticipates that Title Insurance segment
revenue will decrease in 2005 from 2004 levels due to
expected lower refinance and home purchase activity
resulting from anticipated higher interest rates.




Lender Services — As a result of acquisitions, operat-
ing revenues in the Lender Services segment increased
substantially in 2004 as compared to 2003. This increase
was primarily driven by LATE, purchased in October
2003 and LACS, purchased in August 2003, LATF rev-
enue increased to $74.1 million in 2004 from $22.1 mil-
lion in 2003. LATE, the real estate tax processing and
flood certification business, receives cash in advance for
products that require it to provide service over the life of
the loan. In 2004, the Company’s real estate tax process-
ing and flood certification services revenue was made up
of gross receipts of $100.1 million, reduced by deferred
recognition of revenue for $83.4 million of these receipts
and increased by the recognition into revenue of approxi-
mately $57.2 million of its previously deferred service
arrangements. The deferred service arrangements repre-
sent the amount of revenue that will be recognized over
the anticipated service life of contracts related to LATF.
The service life of the Company’s portfolio, which is
reviewed quarterly, has increased by 40.9 percent com-
pared to 2003. The expected service life increases with an
increasing mortgage interest rate environment because
loans tend to be outstanding longer in periods when
interest rates increase. This reduces the amount of
deferred service arrangements that is amortized into rev-
enue for each period on its life of loan products. If inter-
est rates vary from the current expected trend, the esti-
mated service life will increase or decrease inversely to
changes in interest rates. LACS revenue increased to
$58.4 million in 2004 from $16.1 million in 2003 due to
the inclusion of a full year’s operating revenue from the
Company’s original acquisition in August 2003 and the
acquisitions it made to this business in 2004,

Similarly, operating revenues increased substantially
in Lender Services in 2003 over 2002 due to the above
noted acquisitions. In 2003, the Company’s real estate
tax processing and flood certification services businesses
had gross receipts of $26.7 million, decreased by the
deferral of revenue recognition for $21.1 million of these
receipts and increased by $15.4 of revenue recognition of
its total deferred service arrangements. LACS contributed
$16.1 million to Lender Services revenue in 2003. The
Company anticipates higher revenues in 2005 in the
Lender Services segment due primarily to acquisitions.

Financial Services — The increase in operating rev-
enues between 2003 and 2004 and in 2003 compared to
2002 was caused by the acquisition of Centennial Bank
in November 2003. :

Corporate and Other — Operating revenues in
Corporate and Other increased by approximately $22.1
million, or 60.5 percent, between 2004 and 2003 primarily
due to the recent acquisitions in the Company’s residential
inspection, commercial appraisal and assessment and home
warranty businesses. The increase in revenue in 2003 over
2002 is due to increases in the residential inspection and

commercial appraisal and assessment businesses of $14.8
million as well as an increase of $3.7 million related to an
increase in the equity in unconsolidated subsidiaries, offset
by a reduction in revenues of $13.8 million related to the
residential appraisal business that the Company exited in
2002. The Company anticipates that revenue in Corporate
and Other will continue to increase in 2003 as a result of
the acquisitions made in 2004.

INVESTMENT AND OTHER INCOME
Investment and other income totaled $71.8 million, $52.1
million and $51.7 million in 2004, 2003 and 2002, respec-
tively. The increase of $19.7 million, or 37.8 percent, in
2004 compared to 2003 and the increase of $0.4 million
from 2002 to 2003 is primarily the result of the acquisition
of Centennial in December 2003 which resulted in increased
interest income of $19.4 million in 2004 and $1.5 million
in 2003, respectively. Partially offsetting the increase in
2003 was a decrease in interest income related to lower
yields on the Company’s remaining investment and cash
equivalent portfolio. The Company’s investment earnings
are primarily derived from its fixed maturity securities as
well as loans receivable related to Centennial.

The Company anticipates that investment and other
income will increase in 2005 over 2004 due to higher
loan balances and due to increased deposits of the
Company’s escrow accounts at Centennial.

NET REALIZED INVESTMENT GAINS

Net realized investment gains totaled $5.8 million, $8.5
million and $1.3 million in 2004, 2003 and 2002, respec-
tively. The fluctuation in net realized investment gains is
primarily due to the timing of the repositioning of a por-
tion of the Company’s investments to fund, in part, the
acquisitions of LATF and LACS.

AGENTS" COMMISSIONS
A summary of agents’ commissions and related revenues
in the Title Insurance segment is as follows:

(dollars in millions) 2004 2003 2002
Agents’ commissions $1,471.8  $15116  $1,116.2
Agent revenues 1,837.7 1,885.5 1,403.9
% Retained by agents 80.1% 80.2% 79.5%

The commission rate paid to agents varies by geo-
graphic area in which the commission was paid and by
individual agent agreement. In early 2004 and through-
out 2003, the Company experienced increasing commis-
sion rates attributable to increased competition for
agents. During the remainder of 2004, the Company
experienced a moderation of such increases due to its
acquisition of title agencies and expects commission rates
for 2005 to be consistent with levels at the end of 2004.
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SALARIES AND EMPLOYEE BENEFITS

A summary of the Company’s salaries and other personnel costs is as follows:

{dollars in millions) 2004 % 2003 % 2002 %
Title Insurance $837.1 86.2% $786.8 91.6% $643.9 93.1%
Lender Services 65.2 6.7% 22.6 2.6% 1.4 0.2%
Financial Services 2.2 0.2% 0.2 0.0% — —
Corporate and Other 66.5 6.9% 49,5 5.8% 46.0 6.7%
Total $971.0 100.0% $859.1 100.0% $691.3 100.0%

Title Insurance — The Company’s Title Insurance
segment accounted for approximately 86.2% of the
Company’s total salaries and other personnel costs in 2004.
The Title Insurance segment, in particular non-agency or
direct operations, is labor intensive and as a result a signifi-
cant variable expense component for this segment is salaries
and other personnel costs. The Company manages personnel
expenses to reflect changes in the level of activity in the real
estate market. As a result, the Company’s employee base
expands and contracts over time. In order to manage per-
sonnel costs more effectively throughout the real estate cycle,
it uses temporary or part-time employees where appropriate
to staff operations so that it can respond promptly to changes
in real estate activity. Before the impact of title company
acquisitions, if any, the Company anticipates that in 2005
the Title Insurance segment’s portion of total personnel costs
will decrease as a percentage of total personnel costs as the
Company continues to diversify its other businesses. The
Company has been monitoring, and will continue to monitor,
personnel levels in connection with changes in real estate
transaction volumes. Depending on the rapidity of the change
in real estate activity, the Company may be unable in the
short run to match decreasing levels of title orders with
staffing levels. As a result, in periods of declining activity,
personnel costs as a percentage of revenue may increase.

Title Insurance salaries and employee benefit costs
increased by $50.3 million, or 6.4%, in 2004 from 2003.
The increase in cost is due in large part to increased costs
of $105.8 million related to the addition of personnel as
the result of 2004 and 2003 acquisitions offset by reduced
staffing in other operations due to reduced volume levels.
Additionally, there was a net increase of $2.6 million
in pension and postretirement benefit expenses. For
additional information regarding the impact of the
Company’s pension plans on results of operations, see
Note 12 to the accompanying Consolidated Financial
Statements. Average Full Time Equivalent (“FTE”) counts
were 10,144 in 2004 (including 1,195 associated with
2003 and 2004 acquisitions) versus 10,573 in 2003.

The Company anticipates that these costs will decrease
in 2005 as the result of the continuing impact of staff
reductions related to anticipated reduced residential
transaction volume levels as well as a reduction in
pension expense associated with the cash balance plan
of approximately $7.8 million due to the Company’s
restructuring of its retirement benefits.

Title Insurance salaries and employee benefit costs
increased $142.8 million, or 22.2%, in 2003 over 2002
primarily related to compensation increases associated
with the increase in business volumes and increased com-

.mission expense for internal sales personnel. The

Company also had an increase in its pension expense of
approximately $3.0 million. Average Full Time
Equivalent (FTE) counts for the year totaled 10,573 in
2003 versus 8,621 in 2002. Additionally, the Company
had increased costs of approximately $8.0 million related
to acquisitions in 2003.

Lender Services — Lender Services salaries and
employee benefit costs increased $42.6 million, or
188.5% in 2004 due to acquisitions made in 2003 and
early 2004. Lender services personnel costs tend to
increase during periods of increased sales volume and
decrease when sales volume is lower. This is the case
because a significant amount of work is required to set
up new accounts. Once accounts are established, moni-
toring and maintenance activities are less labor intensive.
The Company anticipates slightly higher salaries and
employee benefit costs in 2005 due to the acquisitions
made in 2004.

Financial Services — Financial services salaries and
benefit costs increased in 2004 over 2003 and in 2003
over 2002 due to the Company’s acquisition of
Centennial Bank in December 2003.

Corporate and Other — Corporate and Other salaries
and employee benefit costs increased $17.0 million, or
34.3%, in 2004 over 2003. Approximately half of the
increase, or $8.0 million, was related to acquisitions with
the remainder due to increases at the corporate level due
to continued infrastructure growth and the compliance
with the Sarbanes-Oxley Act. ,

Corporate and Other salaries and benefit costs increased
$3.5 million, or 7.6%, in 2003 over 2002. The increase in
salaries and benefit costs in 2003 over 2002 relate to an
increase in employees at the Company’s shared resources
facility required due to growth in the Company’s infra-
structure, primarily in the information technology area,
an increase in incentive compensation as a result of the
Company’s financial performance, as well as continued
expansion of the Company’s other services (an increase of
$6.4 million), offset by the termination of the business of
Primis, Inc., the Company’s web-based provider of real
estate services, of $11.3 million. (See additional informa-
tion under Exit and Termination Costs below).




The Company anticipates that its costs in this group
of businesses will increase in 2005 as the result of acqui-
sitions made in 2004.

PROVISION FOR POLICY

AND CONTRACT CLAIMS

The Company reviews its claims experience quarterly, and
in conjunction with its outside actuaries, evaluates the
adequacy of its claims reserve. The Company considers
factors such as historical timing of claims reported and
historical timing of claims paid over the period in which
policies are effective against actual experience by year of
policy issue to determine the amount of claims liability
required for each year for which policies are outstanding.
The Company also considers the impact of current trends
in marketplace activity, such as refinance activity, which
may shorten the time period a policy is outstanding, bank-
ruptcies, and individual large claims attributable to any
particular period in determining the expected liability
associated with each year. Throughout 2004 and during
the latter portion of 2003, claims associated with policies
issued by the Company between 2000 and 2002 appear to
have a trend of being higher than the Company’s historical
trends which resulted in the Company increasing its
reserves associated with those policy issue years. This has
been mitigated somewhat by decreased claim activity in
policies issued during the 1990s where claims made
appear to be below historical rates due, in part, the
Company believes, to refinance activity in recent years
which has resulted in the Company reducing claims
reserves. Since there is an extended time period for which
the Company is liable, slight changes in current claims
experience can result in a significant impact in the amount
of liability required for potential Incurred But Not
Reported (“IBNR”) claims. The Company, based on its
review of the underlying claims data and trends therein,
has provided for claims losses using approximately 5.5%,
5.8% and 4.2% of title insurance revenue for 2004, 2003
and 2002, respectively. The Company believes that it has
reserved appropriately for all reported and IBNR claims at
December 31, 2004 based on the results of the actuarial
evaluation and evaluation of any known trends.

WRITE-OFF OF TITLE PLANTS

In 2004 and 2003, the Company identified 17 and 21 title
plants, respectively, with aggregate book values of $5.0
million and $4.9 million that will not continue to be
used or maintained. The Company took charges to earn-
ings in 2004 and 2003 to reflect the diminution in value
associated with these plants. The Company anticipates
that as the result of automation of property records by
municipalities and courts, the Company will continue to
record charges related to diminution of value of its title
plants in future periods.

EXIT AND TERMINATION COSTS

The Company incurred exit and termination costs on a
pre-tax basis of $6.5 million, $.3 million and $13.4 million
in 2004, 2003 and 2002, respectively. (See also Note 18 1o
the accompanying Consolidated Financial Statements).

In the first quarter of 2004, the Company announced
plans to reduce its cost structare by at least $70.0 million on
an annualized basis within existing operations. As a result
of this initiative, the Company identified 61 offices that it
would consolidate into other offices during 2004. The
Company accrued $5.3 million for the facility downsizing
costs of these offices in 2004 as well as $1.2 million in
severance payments related to these office consolidations.

In 2003, the Company consolidated certain office
space. The Company incurred charges of approximately
$0.8 million in the fourth quarter of 2003 related to its
decision to consolidate office space in two markets. This
charge was offset by a reduction of $0.5 million related
to the 2002 accrual.

On June 1, 2002, the Company entered into a joint
venture agreement with The First American Corporation
to combine its residential real estate valuation operations.
Under the terms of the agreement, the Company con-
tributed its former Primis residential appraisal production
division to First American’s eAppraisel T subsidiary. In
connection with the transaction, the Company exited the
residential appraisal production business which had been
unprofitable and recorded a charge of $13.4 million for
exit, termination and other costs during 2002.

AMORTIZATION

Amortization expense increased by $17.7 million and $6.5
million, respectively, in 2004 and 2003 as compared to
comparable periods in 2003 and 2002. This was the result
of acquisitions by the Company in 2004 and 2003. During
2004, the Company acquired businesses which added
$82.0 million to amortizable intangible assets. During
2003, the Company acquired businesses which added
$159.4 million to amortizable intangible assets. The
Company is amortizing the intangible assets acquired as
part of these businesses over their estimated useful lives.

INTEREST EXPENSE

Interest expense increased by $13.7 million and $0.7 mil-
lion, respectively, in 2004 and 2003 as compared to the
same periods in 2003 and 2002. The increase in 2004
included $7.2 million related to the Company’s acquisi-
tion of Centennial in December 2003. The remainder of
the increase in 2004 is related to the Company’s issuance
in November 2003 of $115.0 million of its 3.125%
Senior Convertible Debentures due 2033 used to fund

a portion of the acquisitions in 2003 and its issuance

of $125.0 million of its 3.25% Senior Convertible
Debentures due 2034 issued in May 2004 used in part
to repay amounts borrowed to fund the Company’s
acquisition of Southland. '

Similarly, the increase of $0.7 million in interest
expense in 2003 over 2002 was primarily the result of
the purchase of Centennial in December 2003 and the
issuance of the above-described Convertible Debentures in
November 2003. The Company anticipates that interest
expense will exceed prior year levels in 2005 due to
increased debt related to the 2004 Senior Convertible
Debt issue and deposits at Centennial.
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PREMIUM TAXES

Insurers are generally not subject to state income or fran-
chise taxes. They are, however, subject to a “premium tax”
on certain operating revenues, depending on the state. Tax
rates and the amounts that are subject to tax vary from

state to state. Premium taxes as a percentage of total title
insurance revenues remained relatively constant during the
last three years. This percentage was 1.3%, 1.2% and
1.4% for 2004, 2003 and 2002, respectively.

GENERAL, ADMINISTRATIVE AND OTHER

A summary of general, administrative and other expenses is as follows:

{dollars in millions) 2004 % 2003 % 2002 %

Title Insurance $428.7 75.8% $400.3 82.8% $331.5 86.5%

Lender Services 69.9 12.3% 23.3 4.8% 0.7 0.2%

Financial Services 1.8 0.3% 0.2 0.0% — —

Corporate and Other 65.9 11.6% 60.2 12.4% 51.0 13.3%

Total $566.3 100.0% $484.0 100.0% $383.2 100.0%
Title Insurance — Title Insurance general and adminis- OPERATING INCOME

trative expenses increased by $28.4 million or 7.1% in
2004 as compared to 2003. This increase is primarily
related to legal settlements of $9.2 million and a $39.5
million increase related to acquisitions that occurred dur-
ing early 2004 and 2003, partially offset by lower costs
associated with lower business volumes.

Title Insurance general and administrative expenses
increased by $68.8 million or 20.8% in 2003 over 2002.
The increase in 2003 over 2002 is primarily related to
incremental costs associated with servicing increases in
total order volume, particularly in the area of outsourced
services, as well as costs associated with new acquisitions.
Operating expenses during 2003 did not increase as
rapidly as operating revenues, resulting in an increase
to operating income.

Lender Services — Lender Services general and admin-
istrative expenses increased in 2004 over 2003 and in
2003 over 2002 primarily due to the purchase of LATF
and LACS in 2003. The Company anticipates that these
costs will increase somewhat in 2005 as the result of
2004 acquisitions.

Financial Services - Financial Services general and
administrative expenses increased by $1.6 million due to
the acquisition of Centennial in November 2003. The
Company anticipates that future increases to Financial
Services general and administrative expenses will be limited
in amount since future portfolio and business growth do
not require additional administrative resources.

Corporate and Other - Corporate and Other general
and administrative expenses increased by $5.7 million or
9.5% in 2004 over 2003. The increase in these expenses is
primarily related to the Company’s acquisitions. Corporate
and Other general and administrative expenses increased
by $9.2 million or 18.0% in 2003 over 2002. The increase
in these expenses in 2003 over 2002 is primarily related
to the increased support, particularly in the Information
Technology area, required to service the Company’s increased
national operations. The Company anticipates a continued
year-over-year increase in Corporate and Other business
expenses for 2005 due to the Company’s 2004 acquisitions.

Title Insurance - The Title Insurance segment reported
pretax income of $306.5 million, $371.6 million and
$300.6 million in 2004, 2003 and 2002, respectively. The
Company’s operating income in this segment was positively
impacted by its growth through acquisitions during 2004
offset by increases in litigation, personnel and administra-
tive costs. Personnel and administrative costs did not
decrease as rapidly as transaction volumes decreased due
both 1o the Company’s inability to reduce headcount in
proportion to volume changes and the acquisitions of
agents throughout 2004 and during the latter portion of
2003. Additionally, the Title Insurance segment reported
reduced income in 2004 from its investment portfolio due
primarily to the liquidation of securities in the third quarter
to fund in part the acquisition of LATF.

Lender Services — The Lender Services segment had
pretax income (loss) of $2.0 million, $(0.4) million and
$(0.2) million in 2004, 2003 and 2002, respectively.
Pretax income (loss) in this segment was impacted by the
acquisitions made in the third and fourth quarters of
2003. The Company evaluates the results of the tax and
flood business on the basis of pre-tax income before net
revenue deferrals and amortization (“PRBDA). The
Company utilizes financial measures that exclude certain
charges and non-recurring items. Adjusted operating
revenues represent operating revenues adjusted for the
impact of net revenue deferrals. PRBDA margin represents
PRBDA divided by adjusted operating revenues. PRBDA,
adjusted operating revenues and PRBDA margin as
defined above may not be similar to other PRBDA meas-
ures of other companies, are not measurements under
accounting principles accepted in the United States and
should be considered in addition to, but not as a substitute
for, the information contained in the Company’s statement
of operations. The Company believes that adjusted oper-
ating revenues, PRBDA and PRBDA margins provide useful
information to investors because they are indicators of
the strength and cash flow generating performance of
those businesses where we have life of loan servicing
requirements, and that have been burdened in the short




run with amortization expense related to intangibles
acquired with the businesses. While amortization expense
is considered an operating expense under generally
accepted accounting principles, these expenses represent
the non-current allocation of intangible assets acquired in
prior periods. Additionally, while deferred revenue repre-
sents a reduction of revenue and profits in the current
period, these reductions represent a non-cash allocation
of revenue to future periods for ongoing monitoring of
certain of the Company’s flood and tax servicing prod-
ucts. Reconciliations of these financial measures to the
Company’s segment operating results is as follows:

December 31

{dollars in millions) 2004 2003
Operating revenues $149.6 $49.0
Add net revenue deferrals 26.2 5.6
Adjusted operating revenues 175.8 54.6
Pre-tax earnings 2.0 (0.4)
Add net revenue deferrals 26.2 5.6
Add amortization expense 13.4 3.5
PRBDA $ 41.6 $ 8.7
PRBDA to adjusted operating
revenues margin 23.7% 15.9%

Financial Services — The Financial Services segment
reported a pretax income of $9.7 million and $0.7 mil-
lion in 2004 and 2003, respectively. Pretax income was
impacted by the purchase of Centennial in November
2003. The $1.3 million in 2004 pretax income over
annualized 2003 pretax income is the result of increased
loan portfolio over 2003 levels.

INCOME TAXES

The Company’s effective income tax rate, which includes

a provision for state income and franchise taxes for non-
insurance subsidiaries, was 35.3%, 35.3% and 35.0% for
2004, 2003 and 2002, respectively. The differences in the
effective tax rate were primarily due to changes in the ratio
of permanent differences to income before taxes and state
taxes related to the Company’s non-insurance subsidiaries.

NET INCOME

The Company reported net income of $146.3 million or
$8.01 per share on a diluted basis for 2004, compared to
a net income of $192.1 million or $10.31 per share on a
diluted basis for 2003 and a net income of $149.4 million
or $8.04 per share on a diluted basis for 2002. All three
years were affected by one-time write-offs of intangibles
and capitalized software and exit and termination costs.
Exclusive of these items, net income was $153.7 million
or $8.42 per diluted share in 2004, $195.5 million or
$10.49 per diluted share in 2003 and $158.0 million or
$8.51 per diluted share in 2002.

LIQUIDITY AND
CAPITAL RESOURCES

Cash provided by operating activities for 2004, 2003 and
2002, respectively, was $256.6 million, $317.7 million
and $236.4 million. The principal non-operating uses of
cash and cash-equivalents for 2004, 2003 and 2002 were
acquisitions, capital expenditures, additions to the invest-
ment portfolio and loans receivable, stock repurchases
and the repayment of debt. The principal non-operating
sources of cash were the Company’s issuance in 2004 of
its $125.0 million 3.25% Senior Convertible Debentures
due 2034, the issuance in 2003 of the Company’s $115.0
million 3.125% Convertible Senior Debentures due 2033
(together, the “Convertible Debentures”) and the proceeds
from the sales and maturities of certain investments. The
net of all activities was to increase cash by $20.1 million,
$10.5 million and $6.8 million for 2004, 2003 and 2002,
respectively. As of December 31, 2004, the Company held
cash and short-term investments of $349.4 million and
fixed-maturity securities of $1,113.3 million.

As noted above, the Company’s operating results and
cash flows are heavily dependent on the real estate market,
particularly in the Title Insurance segment. While the
Company has continued to diversify its products and
services portfolio over the last several years, a significant
downturn in the real estate market would adversely
impact the Company’s cash flows. The Company’s business
is labor intensive and changes to the real estate market
are monitored closely and staffing levels are adjusted
accordingly. There is typically a lag between changes in
the real estate market and changes in personnel levels
resulting in higher personnel costs in periods where the
real estate market declines in advance of headcount
reductions. The Lender Services segment provides real
estate tax payment and flood certification services for the
life of loans for which it receives cash at loan closing.
This revenue related to the long-term servicing is deferred
and amortized over the life of the loan. As a result, the
Company’s cash flows in the Lender Services segment are
significantly greater than reported earnings. Revenues,
cash receipts and loans in the Company’s Financial
Services segment are dependent on the ability of the bank
to attract deposits and qualified commercial customers.
The Company believes that its product diversification
efforts along with its management of operating expenses
and significant working capital position will aid its
ability to manage cash resources through declines in
the real estate market.

The Company does not match maturities of its
investments with anticipated claims payments, which
may result in the Company having periods in which cash
flows from operations are positively or negatively impacted
by the difference between the liability for claims being
established and the actual payment stream. As opposed to
insurance companies where claims account for a substantial
portion of premiums, the Company’s title insurance
claims typically average approximately 5% to 6% of
gross title insurance revenue. Additionally, the time period
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in which the Company is liable for a claim is long, with
potential claims being paid over 20 years after a title policy
is issued. Additionally, the Company makes provision for
claims in its financial statements based on historical patterns
of claims reported and paid, and the timing of these may
vary from period to period. Over the past several years,
exclusive of the Company’s operating cash flows, the
Company’s investment income returns plus maturities

of fixed obligation securities have resulted in a maturity
and investment income to claims payment ratio in excess
of two times.

The Company considers its investment portfolio as
available for sale. The Company reviews the status of
each security quarterly to determine whether an other-
than-temporary impairment (OTTI) has occurred. The
Company’s criteria include whether the fair value of the
security has been in an unrealized loss position. All of the
Company’s securities that have had an unrealized loss in
excess of 1 year are investment-grade, long-term bonds
that the Company has the ability and intent to hold to
maturity. Consequently, the Company recorded no OTTI
loss in 2004 or 2003.

During 2004, the Company completed acquisitions
with an aggregate purchase price of approximately
$202.1 million. The 2004 purchases were funded through
a mixture of cash, invested cash, investments and utiliza-
tion of the Company’s credit facility. The Company will
continue to selectively evaluate additional acquisitions
should attractive candidates be identified.

In 2004 and 2003, the Company issued Convertible
Senior Debentures totaling $125.0 million and $115.0
million, respectively. These Debentures are convertible
only upon the occurrence of certain events, which the
Company currently views as remote, In February 2005,
the Company made an irrevocable election under the terms
of its 2003 Debentures to satisfy in cash 100 percent of
the principal amount of the 2003 Debentures converted
after February 15, 200S5. Prior to the election, the
Company had the ability to make payment upon conver-
sion for the principal amount of the 2003 Debentures in
cash or shares of the Company’s common stock.

The Company’s debt, as a percentage of total capital-
ization, was 28.8% as of December 31, 2004 as compared
to 23.9% as of December 31, 2003. This increase is due
to the Company’s issuance of the Convertible Debentures
as well as debt acquired primarily from the acquisition
of Centennial. See additional information related to the
Company’s debt obligations in Note 14 to the accompa-
nying Consolidated Financial Statements.

The Company announced on October 27, 2004
amendments to the Company’s employee retirement
savings plans and adoption of a new employee stock
purchase plan. The changes to the Company’s employee
retirement savings program included:

® Amendments to the Company’s Cash Balance Plan
effective December 31, 2004 to cease future accruals
to the retirement plan accounts of all plan partici-
pants (other than annual interest credits on account
balances), to cause the accrued benefits of participants
to be fully vested as of December 31, 2004 and to

limit participation in the plan to those individuals
who were participants in the Plan as of December 31,
2004. There were conforming changes to the
Company’s Benefit Restoration Plan.

m Amendments to the Company’s Savings and Stock
Ownership Plan effective January 1, 2005 to comply
with the safe harbor provisions of Sections 401(k)(12)
and 401(m)(11) of the Internal Revenue Code of 1986,
as amended. The amendment provided immediate
vesting on all Company matching contributions made
after January 1, 20035, removed the one-year waiting
period for new participants to receive matching con-
tributions and increased the matching contributions
that the Company will make to employee accounts
under the plan.

® Adoption of a new Employee Stock Purchase Plan to
be effective July 1, 2005, subject to shareholder
approval. The plan will replace the Company’s current
employee stock purchase plan and will permit employ-
ees to purchase stock at a discount of 15% of the fair
market value of the Company’s common stock. The
plan will initially authorize the purchase of 1,500,000
shares of the Company’s Common Stock.

Based on these changes, the Company anticipates a
reduction in company-wide pension expense of approxi-
mately $9.1 million in 2005. The Company anticipates a
contribution between $10.0 million and $20.0 million to
this plan in 2005. Additionally, the Company anticipates
that its contribution requirements after 2005 will decline.

The Board of Directors approved one-year authoriza-
tion programs allocating $40.0 million for 2002 and
2003 and $50.0 million for 2004 to repurchase up to
1,250,000 shares or 7% of the Company’s existing com-
mon stock over the following twelve months. During the
first three quarters of 2004, the Company repurchased
the entire 1,250,000 authorized shares for 2004, As a
result, in December 2004, the Board of Directors
approved a program expiring February 2006 which
authorizes the Company to repurchase up to 1,000,000
additional shares at a cost not to exceed $60.0 million.
Additionally, the Company maintains an Executive
Voluntary Deferral Plan and an Outside Directors
Deferral Plan. These plans allow executives and directors
to defer eligible compensation into deferred stock units or
a cash account bearing interest at a fixed rate of return.
The Company funded the purchase of 59,336 shares of
common stock related to these plans in 2004. The shares
are held in a trust to be used for payments to participants
under the plans. The trustee currently holds 204,957
shares at December 31, 2004. Further information on
these plans can be found in Note 7 to the accompanying
Consolidated Financial Statements.

Centennial maintains an allowance for loan losses
related to the Company’s loans receivable. During 2004,
the Company did not experience a significant change in the
underlying components of the allowance for loan losses or
the balance in total. There have been no significant
changes in the underlying rationale for management’s pro-
vision for loan losses or significant changes in asset quality.




OFF-BALANCE SHEET ARRANGEMENTS acquire qualifying property on behalf of the customer
AND CONTRACTUAL OBLIGATIONS and take temporary title to the customer’s property until
a qualifying acquisition occurs. Reverse property exchanges
totaled $470.3 million and $183.7 million at December
31, 2004 and 2003, respectively. Due to the structure uti-
lized to facilitate these transactions, like-kind exchanges
and reverse exchanges are not considered assets of the
Company and are not included in the accompanying con-
solidated balance sheets. However, the Company remains
contingently liable for the transfers of property, disburse-
ment of proceeds and the return on the proceeds at the
agreed-upon rate.

The Company, in the ordinary course of business,
enters into business arrangements that fall within the
scope of FIN No. 45, Guarantors Accounting and
Disclosure Requirements Including Guarantees of
Indebtedness of Others, and FIN No. 46, Variable
Interest Entities, both of which the Company adopted in
2003. There were no arrangements in these categories
that are reasonably likely to have a material impact on
the Company’s current or future operations, financial
condition or results of operations. Required disclosures
are in Notes 13 and 17 to the accompanying
Consolidated Financial Statements.

The Company administers escrow and trust deposits as a
service to its customers. These deposits totaled $2.8 billion
and $2.0 billion at December 31, 2004 and 2003, respec-
tively. Escrow and trust deposits are not considered assets
of the Company and are not included in the accompanying
balance sheets. However, the Company remains contingently
liable for the disposition of these deposits. The Company
has begun depositing a portion of these escrow and trust
deposits in Centennial. Of the $2.8 billion in escrow, the
Company has deposited $100.0 million in Centennial and
those assets and liabilities have been reflected on the
accompanying Consolidated Financial Statements.
Additionally, the Company facilitates tax-deferred
property exchanges for customers pursuant to Section
1031 of the Internal Revenue Code. As a facilitator and
intermediary, the Company holds the proceeds from sales
transactions until a qualified acquisition occurs. These
deposits totaled $1,399.7 million and $524.3 million at
December 31, 2004 and 2003, respectively. Similarly, the
Company also facilitates tax-deferred reverse exchanges
pursuant to Revenue Procedure 2000-37. These exchanges
require the Company, using the customer’s funds, to

A summary of the Company’s contractual obligations and commercial commitments is as follows:

(in millions) Payment Due by Period

Less than More than
Contractual Obligations Total 1 Year 1-3 Years 3-5 Years 5 Years
Long-term debt obligations $ 465.4 $16.3 $ 95.5 $ 611 $292.5
Operating lease obligations 181.0 61.1 80.8 336 5.5
Pension obligations 285.6 29.9 50.6 54.0 1511
Other postretirement benefits 42.5 4.3 83 8.4 21.5
Policy and contract claims ® 102.3 322 46.3 16.5 7.3
Purchase obligations © 47.8 25.7 19.5 2.5 0.1
Total obligations $1,124.6 $169.5 $301.0 $176.1 $478.0

(1) The Company has frozen benefits under its Cash Balance Pension Plan. The amounts included herein represent the Company’s
best estimate of required payments under the benefit plan.

(2) As noted previously, the Company estimates its provision for policy and contract claims in the Title Insurance business. Because
the timing of a claim is subject to significant estimation and fluctuation, the Company has included only incurred and reported
claims in the table for the Title Insurance segment. Homebuyers’ warranty claims reserves are included in total since the time
from policy writing to claim does not exceed one year.

(3) The Company included all purchase obligations in excess of $100,000 in value irrespective of their termination dates. These include
annually renewable corporate insurance programs, payments required under software licensing agreements, vebicle leasing arrange-
ments, annual line of credit availability fees and fees to certain joint venture partners. Purchase obligations not exceeding $100,000
were not material to the Company, either individually or in the aggregate.
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INTEREST RATE RISK

The following table provides information about the Company’s financial instruments that are sensitive to changes in
interest rates. For investment securities and loans receivable, the table presents principal cash flows and related weighted-
average interest rates by expected maturity dates. Actual cash flows could differ from the expected amounts.

Interest Rate Sensitivity
Principal Amount by Expected Maturity — Average Interest Rate

2010
and Fair
(dollars in millions) 2005 2006 2007 2008 2009 after Total  Value
Assets:;
Taxable available-for-sale securities:
Book value $47.4 $57.9 $59.0 $58.7 $74.3 $357.7 $655.0 $672.9
Average yield 5.3% 4.6% 4.3% 4.4% 5.0% 5.2% 4.9%
Non-taxable available-for-sale securities:
Book value 16.4 13.6 1.5 29.1 20.5 322.7 4138 4334
Average vyield 4.1% 4.1% 4.3% 4.3% 4.0% 4.4% 4.3%
Preferred stock:
Book value — — — — — 7.0 7.0 7.0
Average yield — — — — — — —
Loans Receivable ,
Book value 5.9 2.5 1.9 2.0 5.6 330.4 3483 3446
Average yield 7.7% 10.4% 9.6% 6.5% 7.1% 6.2% 6.6%

Average yields for 2003 were 5.0%, 4.4% and
2.0% for taxable available for sale securities, non-taxable
available for sale securities and preferred stock, respec-
tively. Changes in maturities and yields from 2003 to
2004 primarily relate to timing of purchases and sales of
any such securities and the impact that the securities sold
or purchased have on the average portfolio yield.

The Company also has long-term debt of $465.4
million bearing interest at an average rate of 4.65% at
December 31, 2004. Additionally, the Company has pass-
book and certificate of deposit liabilities of $373.1 million
bearing interest at an average rate of 2.17% at December
31, 2004. A 0.25% change in the interest rate for these
items combined would affect income before income taxes
by approximately $2.1 million annually. The Company’s
debt portfolio is primarily fixed rate obligations and not
subject to variability. The Company’s deposit liabilities
are subject to change based on short-term United States
interest rates and availability of funds.

FORWARD-LOOKING AND
CAUTIONARY STATEMENTS

Certain information contained in this Management’s
Discussion and Analysis of Financial Condition and
Results of Operations includes “forward-looking state-
ments” within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities
Exchange Act of 1934. Among other things, these state-
ments relate to the financial condition, results of operation
and future business plans, operations, opportunities and

prospects of the Company. In addition, the Company and
its representatives may from time to time make written or
oral forward-looking statements, including statements
contained in other filings with the Securities and
Exchange Commission and in its reports to shareholders.
These forward-looking statements are generally identified
by the use of words such as we “expect,” “believe,”
“anticipate,” “estimate” or words of similar import. These
forward-looking statements are based upon management’s
current knowledge and assumptions about future events
and involve risks and uncertainties that could cause the
Company’s actual results, performance or achievements
to be materially different from any anticipated results,
performance or achievements expressed or implied by
such forward-looking statements. Further, any such state-
ment is specifically qualified in its entirety by the caution-
ary statements set forth in the following paragraphs.
Factors that may cause the Company’s actual results to
differ materially from those contemplated by such for-
ward-looking statements include the following: (i) the
company’s results of operations and financial condition
are susceptible to changes in mortgage interest rates and
general economic conditions; (ii) the company’s inability
to manage successfully its acquisitions of complementary
businesses could adversely affect the company’s business,
operating results, and financial condition; (iii) competi-
tion in the company’s industry affects its revenues; (iv)
significant industry changes and new product and service
instructions require timely and cost-effective responses;

(v) the company may not succeed in implementing its




strategy of becoming a major provider of real estate
transaction management services; (vi} the company’s
insurance and banking subsidiaries are subject to govern-
ment regulation; and (vii) the company’s litigation risks
include substantial claims by large classes of claimants.

SELECTED FINANCIAL DATA

For more details on factors that could atfect expectations,
see the company’s Annual Report on Form 10-K for the
year ended December 31, 2004, and other reports from
time to time filed with or furnished to the Securities and
Exchange Commission.

The information set forth in the following table should be read in conjunction with “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” and the accompanying Consolidated Financial Statements

and Notes thereto.

(dollars in millions, except per share amounts)

For the year ended December 31: 2003 2002 2001 2000
Revenues $3,522.1 $3,406.0 $2,586.6 -$2,170.5 $1,802.4
Net income (loss) 146.3"@ 19219 149.4% 60.3% (80.8)®
Net income (loss) per common share 10.43 8.10 3.42 (6.60)
Net income (loss) per common share assuming dilution 10.31 8.04 3.24 (6.60)
Dividends per common share 0.5¢ 0.34 0.24 0.20 0.20

At December 31:

Total assets 3,290.0 2,175 1,910.8 1,707.5 1,619.0
Shareholders’ equity 1,151.1 1,044.5 863.6 727.5 644.1

(1) In the fourth quarter of 2004, the Company recorded $9.2 million, or $5.9 million after taxes, in litigation settlement costs after
taxes. Additionally, the Company amended its pension plan effective December 31, 2004 to cease future accruals resulting in a

curtailment gain of $4.8 million, or §3.1 million after taxes.

(2) In 2004, the Company recorded 36.5 million, or $4.2 million net of taxes, in exit and termination costs. In 2003, the Company
recorded exit and termination costs of $0.3 million, or $0.2 million net of taxes. Additionally, the Company recorded title plant
impairments of $5.0 million ($3.2 net of taxes) and $4.9 million ($3.2 million net of taxes) in 2004 and 2003, respectively. See

Note 18 to the accompanying Consolidated Financial Statements.

(3) In 2002, the Company recorded exit and termination costs of $13.4 million, or $8.7 million net of taxes.

(4) In the fourth gquarter of 2001, the Company reassessed the carrying value of intangibles and capitalized software which resulted
in charges to earnings of $51.4 million, or $32.9 million after taxes.

(5) The net loss reported by the Company for the fiscal year ended December 31, 2000 resulted from a change in the Company’s
method for assessing the recoverability of goodwill (not associated with impaired assets) during the fourth quarter of 2000 which
resulted in charges of $172.5 million, or $110.4 million after taxes.

QUARTERLY STOCK PRICE AND

DIVIDENDS

Price Range
High Low Dividends
Year Ended December 31, 2003
First quarter $40.10 $35.50 $0.07
Second quarter 438.91 39.40 0.07
Third quarter 50.54 43.55 0.10
Fourth quarter 53.18 44.60 0.10
Year Ended December 31, 2004
First quarter $57.73 $40.84 $0.10
Second quarter 46.20 35.51 0.10
Third quarter 46.05 36.00 0.15
Fourth quarter 57.57 45.70 0.15
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REPORT OF INDEPENDENT

REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders
LandAmerica Financial Group, Inc.

We have audited the accompanying consolidated balance
sheets of LandAmerica Financial Group, Inc. and sub-
sidiaries as of December 31, 2004 and 2003, and the related
consolidated statements of operations, changes in share-
holders’ equity, and cash flows for each of the three years
in the period ended December 31, 2004. These financial
statements are the responsibility of the Company’s manage-
ment, Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with the
auditing standards of the Public Company Accounting
Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free
of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also
includes assessing the accounting principles used and
significant estimates made by management, as well as
evaluating the overall financial statement presentation.,

We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, the financial statements referred to
above present fairly, in all material respects, the consolidated

financial position of LandAmerica Financial Group, Inc.
and subsidiaries at December 31, 2004 and 2003, and
the consolidated results of their operations and their
cash flows for each of the three years in the period ended
December 31, 2004, in conformity with United States
generally accepted accounting principles.

As explained in Note 1 to the financial statements, in
2002 the Company changed its method of accounting for
goodwill and intangible assets.

We have also audited, in accordance with the stan-
dards of the Public Company Accounting Oversight
Board (United States), the effectiveness of LandAmerica
Financial Group Inc.’s internal control over financial
reporting as of December 31, 2004, based on criteria
established in Internal Control — Integrated Framework
issued by the Committee of Sponsoring Organizations of
the Treadway Commission and our report dated March 9,
2005 expressed an unqualified thereon.

St ¥ MLLP

Richmond, Virginia
March 9, 2005

REPORT OF MANAGEMENT ON LANDAMERICA

FINANCIAL GROUP, INC.SS
OVER FINANCIAL REPORTING

Management of the Company is responsible for establishing
and maintaining adequate internal control over financial
reporting as defined in Rule 13a-15(f) under the Securities
Exchange Act of 1934. The Company’s internal control
over financial reporting is designed to provide reasonable
assurance regarding the reliability of the Company’s
financial reporting and the preparation of published
financial statements in accordance with generally accepted
accounting principles.

Because of its inherent limitations, internal control
over financial reporting may not prevent or detect mis-
statements. Therefore, even those systems determined to be
effective can provide only reasonable assurance with respect
to financial statement preparation and presentation. Also,
projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures
may deteriorate.

Management assessed the effectiveness of the Company’s
internal control over financial reporting as of December 31,
2004. In making this assessment, management used the

INTERNAL CONTROL

criteria set forth by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO) in
Internal Control - Integrated Framework. Based on our
assessment, we believe that as of December 31, 2004, the
Company’s internal control over financial reporting was
effective based on criteria set forth by COSO in Internal
Control - Integrated Framework.

Management’s assessment of the effectiveness of
internal control over financial reporting as of December 31,
2004, has been audited by Ernst & Young LLP, the inde-
pendent registered public accounting firm who also audited
the Company’s consolidated financial statements. Ernst &
Young’s attestation report on management’s assessment of
the Company’s internal control over financial reporting
appears hereafter.

March 9, 2005

Feodlre A Ll )

Theodore L. Chandler, Jr.
President and Chief Executive Officer

AN M. Einper
G. Williams Evans
Chief Financial Officer




REPORT OF
ACCOUNTING FIRM ON

The Board of Directors and Shareholders
LandAmerica Financial Group, Inc.

We have audited management’s assessment, included in
the accompanying Management’s Report on Internal
Control Over Financial Reporting, that LandAmerica
Financial Group, Inc. maintained effective internal con-
trol over financial reporting as of December 31, 2004,
based on criteria established in Internal Control —
Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission
(the COSO criteria). LandAmerica Financial Group’s
management is responsible for maintaining effective inter-
nal control over financial reporting and for its assessment
of the effectiveness of internal control over financial
reporting. Our responsibility is to express an opinion on
management’s assessment and an opinion on the effec-
tiveness of the company’s internal control over financial
reporting based on our audit.

We conducted our audit in accordance with the
standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we
plan and perform the audit to obtain reasonable assur-
ance about whether effective internal control over finan-
cial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal
control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating
effectiveness of internal control, and performing such
other procedures as we considered necessary in the
circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting
is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the
preparation of financial statements for external purposes
in accordance with generally accepted accounting princi-
ples. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain
to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and disposi-
tions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to

INDEPENDENT REGISTERED PUBLIC
INTERNAL CONTROL
OVER FINANCIAL REPORTING

permit preparation of financial statements in accordance
with generally accepted accounting principles, and that
receipts and expenditures of the company are being made
only in accordance with authorizations of management
and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of
unauthorized acquisition, use, or disposition of the com-
pany’s assets that could have a material effect on the
financial statements.

Because of its inherent limitations, internal control
over financial reporting may not prevent or detect mis-
statements. Also, projections of any evaluation of effec-
tiveness to future periods are subject to the risk that con-
trols may become inadequate because of changes in
condirions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, management’s assessment that
LandAmerica Financial Group, Inc. maintained effective
internal control over financial reporting as of December
31, 2004, is fairly stated, in all material respects, based on
the COSO criteria. Also, in our opinion, LandAmerica
Financial Group, Inc. maintained, in all material respects,
effective internal control over financial reporting as of
December 31, 2004, based on the COSO criteria.

We also have audited, in accordance with the stan-
dards of the Public Company Accounting Oversight
Board (United States), the consolidated balance sheets of
LandAmerica Financial Group, Inc. as of December 31,
2004 and 2003, and the related consolidated statements
of operations, changes in shareholders’ equity and cash
flows for each of the three years in the period ended
December 31, 2004 of LandAmerica Financial Group,
Inc. and our report dated March 9, 2005 expressed an

unqualified opinion thereon.
St ¥ MLLP

Richmond, Virginia
March 9, 2003
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CONSOLIDATED BALANCE SHEETS
LandAmerica Financial Group, Inc. and Subsidiaries

Years Ended December 31
(in millions of dollars)

2004 2003
ASSETS
INVESTMENTS:
Fixed maturities available-for-sale—at fair value
(amortized cost: 2004—$1,075.8; 2003—$997.2) $1,113.3 $1,043.8
Equity securities—at fair value (cost: 2004— $31.4; 2003 —5$26.2) 42.1 335
Federal funds sold 4.5 0.5
Short term investments 276.4 177.8
Total Investments 1,436.3 1,255.6
CASH 73.0 52.9
LOANS RECEIVABLE 344.6 260.5
ACCRUED INTEREST RECEIVABLE 16.4 14.8
NOTES AND ACCOUNTS RECEIVABLE:
Notes (less allowance for doubtful accounts: 2004—%$4.1; 2003—$3.8) 16.5 13.6
Trade accounts receivable (less allowance for doubtful
accounts: 2004—$8.2; 2003 —$12.7) 111.3 92.6
Total Notes and Accounts Receivable 127.8 106.2
TAXES RECEIVABLE 12.2 6.1
PROPERTY AND EQUIPMENT—at cost (less accumulated depreciation and
amortization; 2004—5$202.7; 2003—5171.9) 106.1 99.6
TITLE PLANTS 83.9 99.5
GOODWILL 568.5 426.7
INTANGIBLE ASSETS (less accumulated amortization 2004—$32.5; 2003—$ 7.9) 213.0 156.7
DEFERRED INCOME TAXES 148.5 134.2
OTHER ASSETS 148.7 108.8
Total Assets $3,290.0 $2,721.6




CONSOLIDATED BALANCE SHEETS

LandAmerica Financial Group, inc. and Subsidiaries

Years Ended December 31
(in millions of dollars except for share amounts)

2004 2003
LIABILITIES
POLICY AND CONTRACT CLAIMS $ 715.5 $ 659.6
DEPOSITS 3731 204.0
ACCOUNTS PAYABLE AND ACCRUED LIABILITIES 32091 276.9
NOTES PAYABLE 465.4 3274
DEFERRED SERVICE ARRANGEMENTS 202.4 163.5
OTHER 534 45.7
Total Liabilities 2,138.9 1,677.1
COMMITMENTS AND CONTINGENCIES
SHAREHOLDERS' EQUITY
Common stock, no par value, 45,000,000 shares authorized, shares issued and
outstanding: 2004—17,962,527; 2003—18,814,522 491.5 520.9
Accumulated other comprehensive loss (17.6) {16.5)
Retained earnings 677.2 540.1
Total Shareholders’ Equity 1,151.1 1,044.5
Total Liabilities and Shareholders’ Equity $3,290.0 $2,721.6

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF OPERATIONS

LandAmerica Financial Group, Inc. and Subsidiaries

Years Ended December 31
(in millions of dollars, except per common share amounts)

2004 2003 2002

REVENUES
Operating revenues $3,444.5 $3,345.4 $2,533.6
Net investment and other income 71.8 52.1 51.7
Net realized investment gains 5.8 8.5 13
3,522.1 3,406.0 2,586.6

EXPENSES
Agents’ commissions 1.471.8 1,511.6 1,116.2
Salaries and employee benefits 971.0 859.1 691.3
General, administrative and other 566.3 484.0 383.2
Provision for policy and contract claims 181.4 188.6 105.8
Premium taxes 42.6 40.6 34.1
Interest expense 26.8 131 12.4
Amortization of intangibles 24.6 6.9 0.4
Write-off of title plants 5.0 4.9 —
Exit and termination costs 6.5 0.3 13.4
3,296.0 3,1091 2,356.8
INCOME BEFORE INCOME TAXES 226.1 296.9 229.8
INCOME TAX EXPENSE 79.8 104.8 80.4
NET INCOME $ 146.3 $ 1921 $ 1494
NET INCOME PER COMMON SHARE $ 8.07 $ 1043 $ 810
WEIGHTED AVERAGE NUMBER OF COMMON SHARES QUTSTANDING (in thousands) 18,132 18,422 18,438
NET INCOME PER COMMON SHARE ASSUMING DILUTION $ 8.01 $ 1031 $ 8.04

WEIGHTED AVERAGE NUMBER OF COMMON SHARES OUTSTANDING

ASSUMING DILUTION (in thousands) 18,264 18,636 18,580

See Notes to Consolidated Financial Statements.




CONSOLIDATED STATEMENTS OF CASH FLOWS

LandAmerica Financial Group, Inc. and Subsidiaries

Years Ended December 31
(in millions of dollars)

2004 2003 2002
Cash flows from operating activities:

Net income $ 146.3 $192.1 $149.4
Depreciation and amortization 50.5 259 17.8
Amortization of bond premium 7.1 5.7 4
Write-off of title plants 5.0 49 —
Realized investment gains (5.8) (8.5) (1.3)
Deferred income tax (benefit) expense (16.1) 0.1 25.8
Change in assets and liabilities, net of businesses acquired:

Accounts and notes receivable (10.7) 22.4 (10.5)
Income taxes receivable/payable (8.8) (20.2) 13.9
Accounts payable and accrued expenses (6.8) (5.1) 15.8
Policy and contract claims 55.1 84.5 13.0
Deferred service arrangements 27.7 4.6 1.0
Other 13.1 11.3 74

Net cash provided by operating activities 256.6 317.7 236.4

Cash flows from investing activities:

Purchase of property and equipment, net (31.0) (33.6) {15.8)

Purchase of business, net of cash acquired (168.4) (363.6) (13.2)

Investments in unconsolidated subsidiaries {19.8) (8.8) (8.3)

Change in cash surrender value of life insurance (3.3) 2.9) 1.6

Change in short term investments (81.5) 61.2 - (50.3)

Cost of investments acquired:

Fixed maturities (463.7) (588.0) (523.2)
Equity securities (16.6) (11.0) (24.6)
Proceeds from investment sales or maturities:
Fixed maturities 375.4 551.2 447.1
Equity securities 15.7 9.0 1.2
Net change in federal funds sold (4.0) 9.4 —
Change in loans receivable (82.5) {11.2) 0.3
Net cash used in investing activities (479.7) (388.3) (185.2)
Cash flows from financing activities:

Net change in deposits 169.2 (4.5) —

Proceeds from the exercise of options and incentive plans 14.1 141 4.0

Sale of stock warrants 225 — —

Purchase of call options (32.0) — —

Cost of common shares repurchased (49.3) (2.7) (16.3)

Repayment of CSV loan — — (7.0)

Dividends paid (9.2) (6.3) (4.4)

Proceeds from issuance of notes payable 150.1 1191 1.6

Payments on notes payable (22.2) (38.6) (22.3)

Net cash provided by (used in) financing activities 243.2 81.1 (44.4)
Net increase in cash 20.1 10.5 6.8
Cash at beginning of year 52.9 42.4 35.6
Cash at end of year $ 73.0 $ 529 $ 424

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF

CHANGES

LandAmerica Financial Group, Inc. and Subsidiaries
Years Ended December 31, 2004, 2003 and 2002

(in millions of dollars, except common share amounts)

Balance—December 31, 2001
Comprehensive income:
Net income
Other comprehensive income {loss)
Net unrealized gains on securities, net of tax $16.0
Minimum pension liability adjustment,
net of tax benefit $(15.0)

Common stock retired
Stock options and incentive plans
Common dividends {$0.24/share)

Balance—December 31, 2002
Comprehensive income:
Net income ,
Other comprehensive loss
Net unrealized loss on securities, net of tax benefit $(0.3)
Minimum pension liability adjustment,
net of tax benefit $(9.0)

Common stock retired
Stock options and incentive plans
Common dividends ($0.34/share)

Balance—December 31, 2003
Comprehensive income:
Net income
Other comprehensive loss
Net unrealized loss on securities, net of tax benefit $(2.1)
Minimum pension liability adjustment, net of tax $1.4

Purchase of call options, net of tax benefit $(11.2)
Sale of common stock warrants

Common stock retired

Stock options and incentive plans

Common dividends ($0.50/share)

Balance—December 31, 2004

See Notes to Consolidated Financial Statements.

IN SHAREHOLDERS’

EQUITY

Accumulated

Other Total
Common Stock Comprehensive Retained  Shareholders’

Shares  Amounts Income (Loss)  Earnings Equity
18,583,937  $521.8 $ (3.6) $209.3 $ 7275
— — — 149.4 149.4

— — 29.7 — 29.7

— — (26.3) — (26.3)

152.8

(507,150) (16.3) — — (16.3)
272,157 4.0 — — 4.0
— — — (4.4) (4.4)
18,348,944 509.5 (0.2) 354.3 863.6
— — — 192.1 192.1

- — {0.5) — (0.5)

— — (15.8) — (15.8)

175.8

{62,000) 2.7) — — 2.7)
527,578 14.1 — — 14.1
— — — (6.3) (6.3)
18,814,522 520.9 (16.5) 540.1 1,044.5
— — — 146.3 146.3

— — (3.6) — (3.6)

— — 25 — 2.5

145.2

— {20.8) — — (20.8)

— 22.5 — —_ 225
{1,250,000) (49.3) — — (49.3)
398,005 18.2 — 18.2
— — — 9.2) 9.2)
17,962,527  $491.5 $(17.6) $677.2 $1,151.1




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

LandAmerica Financial Group, Inc. and Subsidiaries
Years Ended December 31, 2004, 2003 and 2002

1. Summary of Significant Accounting Policies

BASIS OF PRESENTATION

The accompanying consolidated financial statements of
LandAmerica Financial Group, Inc. (the “Company”)
and its wholly owned subsidiaries have been prepared in
conformity with accounting principles generally accepted
in the United States which differ from statutory account-
ing practices prescribed or permitted by regulatory
authorities for its insurance company subsidiaries.

ORGANIZATION

The Company is engaged principally in the title insurance
business. Title insurance policies are insured statements
of the condition of title to real property, showing owner-
ship as indicated by public records, as well as outstanding
liens, encumbrances and other matters of record and cer-
tain other matters not of public record. The Company’s
business results primarily from resales and refinancings of
residential real estate and, to a lesser extent, from com-
mercial transactions and the sale of new housing.

The Company, through its principal subsidiaries, is
one of the largest title insurance companies in the United
States. The Company’s title insurance underwriters —
Commonwealth Land Title Insurance Company, Lawyers
Title Insurance Corporation and Transnation Title
Insurance Company - together provide the majority
of the Company’s insurance products in United States,
Mexico, Canada, Europe, the Caribbean and Latin
America. The Company also provides escrow and closing
services, commercial real estate services and other real
estate management services that are included in the Title
Insurance segment.

Additionally, the Company provides other real estate
transaction products and services including tax process-
ing and flood zone certifications, default management
services, mortgage loan subservicing and mortgage credit
reporting to lenders. These businesses are included in the
Lender Services segment.

The Company operates a California industrial bank
which makes up the Financial Services segment.

The Company also provides inspection services on
commercial and residential real estate, provides home
warranties to buyers of residential real estate as well as
commercial appraisal and valuation services. These services,
along with the unallocated portion of the corporate expenses
related to the Company’s corporate offices in Richmond,
Virginia (including unallocated interest expense) have
been included in the Corporate and Other segment.

See Note 20 for additional information regarding the
Company’s business segments.

USE OF ESTIMATES

The preparation of financial statements in conformity
with generally accepted accounting principles requires
management to make estimates and assumptions that
affect the amounts reported in the financial statements
and accompanying notes. Actual results could differ from
those estimates.

PRINCIPLES OF CONSOLIDATION

The accompanying consolidated financial statements
include the accounts and operations, after intercompany
eliminations, of the Company and its subsidiaries. The
Company’s investments in non-majority owned partner-
ships and affiliates that are not variable interest entities
are accounted for on the equity method. The Company
also consolidates any variable interest entity of which it is
the primary beneficiary in accordance with Financial
Accounting Standards Board Interpretation Number
(“FIN”) 46, Variable Interest Entities.

RECLASSIFICATION
Certain 2003 and 2002 amounts have been reclassified to
conform to the 2004 presentation.

INVESTMENTS

The Company records its fixed-maturity and equity security
investments, which are classified as available-for-sale at fair
value, and reports the change in the unrealized appreciation
and depreciation as a separate component of shareholders’
equity. The amortized cost of fixed-maturity investments
classified as available-for-sale is adjusted for amortization of
premiums and accretion of discounts. That amortization or
accretion is included in net investment income.

Realized gains and losses on sales of investments as
well as declines in value of a security considered to be
other than temporary are recognized in operations on the
specific identification basis.

The high investment grade mortgage-backed bond
portion of the fixed-maturity securities portfolio is
accounted for on the retrospective method. For the non-
investment grade mortgage-backed bond portion of the
fixed maturity securities portfolio, the prospective
method is used.

LOANS RECEIVABLE

Loans Receivable are carried at face value net of partici-
pations sold, unearned discounts and deferred loan fees
and an allowance for losses. Interest is accrued daily on
a simple-interest basis, except where reasonable doubt
exists as to the collectibility of the interest, in which
case the accrual of interest is discontinued. Unearned
discounts and deferred loan fees are recognized using the
interest method.
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In accordance with Statement of Financial
Accounting Standards (“SFAS”) No. 91, Accounting
for Nonrefundable Fees and Cosis Associated with
Originating or Acquiring Loans and Initial Direct Costs
of Leases, certain origination fees and direct costs associ-
ated with lending are capitalized and amortized over the
respective lives of the loans receivable as a yield adjust-
ment using the interest method.

LOANS RECEIVABLE ALLOWANCE

The allowance for loans receivable losses is established
through a provision for loan losses. A loan is charged off
against the allowance for loan losses when the Company
believes that collectibility of the principal is unlikely. The
allowance is an amount that management believes is ade-
quate to absorb estimable and probable losses on existing
loans and contracts. The Company takes into considera-
tion changes in the nature and volume of its portfolio,
overall portfolio quality, prior loss experience, review of
specific problem loans and contracts, regulatory guide-
lines and current economic conditions that may affect the
borrower’s ability to pay. Additionally, certain regulatory
agencies, as part of their examination process, periodically
review the Company’s allowance for loan losses. These
agencies may require adjustments to the allowance based
on their judgment regarding information made available
to them.

Loans receivable are impaired when, based on current
information and events, it is probable that the Company
will be unable to collect all amounts due according to the
contractual terms of the loan agreement. Impaired loans
receivable are generally measured at the present value of
expected cash flows discounted at the loan’s effective
interest rate. In the case of collateral-dependent loans,
impairment is based on the fair value of the collateral.

ACCOUNTS RECEIVABLE

Accounts receivable are carried at face value which approx-
imates fair value. The allowance for doubtful accounts
receivable represents an estimate of amounts considered
uncollectible and is determined based on management’s
evaluation of historical collection experience, adverse situa-
tions which may affect an individual customer’s ability to
repay as well as prevailing economic conditions.

PROPERTY AND EQUIPMENT

Property and equipment, including capitalized software
costs, is recorded at cost less accumulated depreciation
and is depreciated principally on a straight-line basis over
the useful lives of the various assets, which range from
three to forty years. Leasehold improvements are depreci-
ated on a straight-line basis over the lesser of the term of
the applicable lease or the estimated useful lives of such
assets. Capitalized software costs are capitalized from the
time that technological feasibility is established until the
software is ready for use.

TITLE PLANTS

Title plants consist of title records relating to a particular
region and are generally stated at cost. Expenses associated
with current maintenance, such as salaries and supplies,

are charged to expense in the year incurred. The costs of
acquired title plants and the building of new title plants
prior to the time that a plant is put into operation, are
capitalized. Properly maintained title plants are not amor-
tized or depreciated because there is no indication of
diminution in their value.

GOODWILL

Effective January 1, 2002, the Company adopted SFAS
No. 142, Goodwill and Other Intangibles, which required
that the Company discontinue amortizing goodwill and
begin assessing the recoverability of goodwill for each of
its reporting units. Reporting units are business components
of an operating segment, and goodwill is assigned to the
reporting unit which benefits from the synergies arising
from each business acquisition.

The Company tests for the recoverability of goodwill
annually on October 1, or sooner if events or changes in
circumstances indicate that the carrying amount of our
reporting units, including goodwill, may exceed their fair
values. The fair value of the reporting units is determined
using cash flow analysis which projects the future cash
flows produced by the reporting units and discounts
those cash flows to the present value. The projection of
future cash flows is necessarily dependent upon assump-
tions on the future levels of income as well as business
trends, prospects and market and economic conditions.
When the fair value is less than the carrying value for
the net assets of the reporting unit including goodwill,
impairment loss may be charged to operations. Based
on the Company’s annual analysis, no impairment was
identified for the years ending December 31, 2004, 2003,
and 2002. See further details in Note 18.

INTANGIBLE ASSETS

Intangible assets primarily include capitalized customer
relationships. Additionally, intangibles include non-com-
petition arrangements and debt offering costs. These assets
were initially recognized and measured in accordance
with SFAS No. 141, Business Combinations, at fair value.
These assets are amortized on a straight-line basis over
three to twenty years. Amortization expense for the next
five years is anticipated to be $29.3 million - 2005,
$28.4 million — 2006, $27.7 million - 2007, $26.5
million — 2008 and $24.5 million - 2009,

IMPAIRMENT OF INTANGIBLE ASSETS
AND LONG-LIVED ASSETS

The Company tests intangible and long-lived assets for
impairment whenever there are recognized events or
changes in circumstances that could affect the carrying
value of the long-lived assets. If indicators of impairment
are present, the Company estimates the future cash flows
expected to be generated from the use of those assets and
their eventual disposal. In 2004 and 2003, the Company
identified certain title plants that were abandoned or sold
in their individual marketplaces. The Company took
charges of $5.0 million and $4.9 million in 2004 and
2003, respectively, associated with these title plants to
adjust the carrying value to appropriate levels. See Note
18 for additional information.




POLICY AND CONTRACT CLAIMS LIABILITY
Liabilities for estimated losses and loss adjustment
expenses represent the estimated ultimate net cost of all
reported and unreported losses incurred for policies for
which revenue has been recognized through December
31, 2004. Reported claims are reserved based on a review
by the Company as to the estimated amount of the claims
and costs required to settle the claim. The reserves for
unpaid losses and loss adjustment expenses are estimated
using historical loss and loss development analyses.

Title insurance reserve estimates are subject to a sig-
nificant degree of inherent variability due to the length of
time over which claim payments are made and the effects
of external factors such as general economic conditions.
Although management believes that the reserve for policy
and contract claims is reasonable, it is possible that the
Company’s actual incurred policy and contract claims
will not conform to the assumptions inherent in the
determination of these reserves. Accordingly, the ultimate
settlement of policy and contract claims may vary signifi-
cantly from the estimates included in the Company’s
financial statements. Management believes that the
reserves for losses and loss adjustment expenses are
adequate. The estimates are continually reviewed and
adjusted as necessary as experience develops or new
information becomes known; such adjustments are
included in current operations.

INCOME TAXES

Deferred income taxes reflect the tax consequences on
future years of differences between the tax bases of assets
and liabilities and their financial reporting amounts.
Future tax benefits are recognized to the extent that
realization of such benefits are more likely than not.

ESCROW AND TRUST DEPOSITS

As a service to its customers, the Company administers
escrow and trust deposits which totaled approximately
$2,823.0 million and $1,992.2 million at December 31,
2004 and 2003, respectively, representing undisbursed
amounts received for settlements of mortgage loans, pay-
ments on mortgage loans and indemnities against specific
title risks. At December 31, 2004, $100.0 million of the
$2,823.0 million of escrow funds were held on deposit at
Centennial. The remaining balance of $2,723.0 million in
escrow funds are not considered assets of the Company
and, therefore, are excluded from the accompanying
consolidated balance sheets.

REVENUE RECOGNITION

Title Insurance — Premiums on title insurance policies
issued by the Company’s are recognized as revenue when
the Company is legally or contractually entitled to collect
the premium. Revenues from title policies issued by
independent agents are recognized when the policies are
reported by the agent and are recorded on a “gross”
basis (before the deduction of agent commissions).

Title search and escrow fees are recorded as revenue
when the order is closed.

Lender Services — Revenue is recognized for property
tax information services on a straight-line basis over the
anticipated life of the loan. Flood zone certification ser-
vices are recognized in part upon delivery of the flood
zone certification with the remaining balance (based on
the residual method using vendor-specific evidence) recog-
nized on a straight-line basis over the remaining life of the
certificate. For these services, fees are received in advance
for the entire period that a loan will be serviced. The
amount not recognized as revenue in the financial state-
ments in the period received is reported in the accompany-
ing balance sheet as deferred service arrangements in
accordance with Staff Accounting Bulletin No. 104,
Revenue Recognition in Financial Statements. The amorti-
zation period is evaluated quarterly to determine if there
have been changes in the estimated life of the loan and/or
changes in the number and/or timing of prepayments.

Revenue is recognized on other Lender Services
products at the time of delivery, as the Company has no
significant ongoing obligation after delivery.

Financial Services - Interest income is recognized by
the Company’s California industrial bank on the out-
standing principal balance using the accrual basis of
accounting. Loan origination fees and related direct loan
costs are deferred and recognized over the life of the
loan. Loans are typically classified as non-accrual if bor-
rowers miss three or more contractual payments. Loans
may be returned to accrual status when all principal and
interest amounts contractually due (including arrearages)
are reasonably assured of repayment within an acceptable
period of time, in accordance with the contractual inter-
est and principal payment terms of interest and principal.

While a loan is classified as non-accrual and future
collectibility of the recorded loan balance is doubtful, col-
lections of interest and principal are generally applied as
a reduction to principal outstanding. When the future
collectibility of the recorded loan balance is expected,
interest may be recognized on a cash basis.

Corporate and Other — Home warranty revenue is
recognized on a straight-line basis over the term of the
contract. Fees are received in advance for the entire peri-
od the contract is in force. The amount not recognized as
revenue in the financial statements in the period received
is reported in the accompanying balance sheet as deferred
service arrangements.

Revenue is recognized on other products in this group
of businesses at the time of delivery, as the Company has
no significant ongoing obligations after delivery.

LIKE KIND EXCHANGES

Through one of its non-insurance subsidiaries the Company
facilitates tax deferred property exchanges for customers
pursuant to Section 1031 of the Internal Revenue Code.
Acting as a qualified intermediary, the Company holds
the proceeds from sales transactions until a qualifying
acquisition occurs, thereby assisting its customers in
deferring the recognition of taxable income. At December
31, 2004 and 2003, the Company was holding $1,399.7
million and $524.3 million, respectively, of such proceeds
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which are not considered assets of the Company and are,
therefore, excluded from the accompanying consolidated
balance sheets. The Company also facilitates tax-deferred
property exchanges for customers pursuant to Revenue
Procedure 2002-37, so-called “reverse exchanges.” These
reverse exchanges require the Company to take title to
the customer’s property until a qualifying acquisition
occurs. Through these reverse exchanges the Company
acquires property on behalf of customers using funds
provided by the customers or from non-recourse loans
arranged by the customer. The property is triple net
leased to the customer and the customer fully indemnifies
the Company against all risks associated with ownership
of the property. The Company does not record these
reverse exchanges which amounted to $470.3 million and
$183.7 million at December 31, 2004 and 2003, respec-
tively, on its financial statements.

FAIR VALUES OF FINANCIAL
INSTRUMENTS
The carrying amounts reported in the balance sheet for
cash, short-term investments, premiums receivable and
certain other assets approximate those assets’ fair values.
Fair values for investment securities are based on quoted
market prices. The fair value of the fixed-rate portion of
the Company’s long-term debt is estimated using dis-
counted cash flow analyses, based on the Company’s cur-
rent incremental borrowing rates for similar types of bor-
rowing arrangements. The remaining portion of the
Company’s long-term debt approximates fair value since
the interest rate is variable. The fair value of loans receiv-
able was estimated based on the discounted value of
future cash flows using the current rates offered for loans
with similar terms to borrowers of similar credit quality.
The fair value of deposits was estimated based on the dis-
counted value of future cash flows using a discount rate
approximating current market for similar liabilities. The
Company has no other material financial instruments. See
Notes 3, 5 and 14 for additional information.

A summary of the fair value of the Company’s finan-
cial assets and liabilities is as follows:

(in millions) 2004 2003
Fair  Carrying Fair ~ Carrying
Value Value Value Value
Investments $1,436.3 $1,436.3 $1,2556  $1,255.6
Loans receivable 345.3 344.6 263.1 260.5
Deposits 372.7 373.1 204.4 204.0
Long-term debt 423 .1 465.4 317.3 327.4

STOCK-BASED COMPENSATION

The Company has granted stock options for a fixed number
of shares to employees with an exercise price equal to the
fair value of the shares at the date of grant. The Company
accounts for stock option grants in accordance with
Accounting Principles Board Opinion No. 25, Accounting
for Stock Issued to Employees (“APB 25”) otherwise
known as the intrinsic value method and, accordingly,
recognizes compensation expense as the excess, if any, of
the quoted market price of the stock at the grant date over
the amount an employee must pay to acquire the stock.

Pro forma information regarding net income and
earnings per share has been determined as if the Company
had accounted for its employee stock options under the
fair value method of that statement. The fair value of
these options was estimated as of the date of grant using
the Black-Scholes option pricing model with the following
weighted-average assumptions for 2002: risk-free interest
rate of 5.31 percent, dividend yield of .62 percent, volatility
factor of the expected market price of the Company’s
Common Stock of .475 and a weighted-average expected
life of the options of approximately eight years. There
were 1o options issued in 2003 or 2004,

The following pro forma information shows the
Company’s net income and earnings per basic and diluted
share if compensation expense for the Company’s
employee stock options had been determined based
on the fair value method of accounting:

(Dollars in millions,
except per share amounts)

2004
$146.3

2003
$192.1

2002
$149.4

Net income, as reported

Deduct: Total stock-based
employee compensation
axpense determined under
fair-value based method for
all awards, net of related

tax effects (0.6) (1.3) (2.6)
Pro forma net income $145.7 $190.8 $146.8
Earnings per share:

Basic — as reported $ 8.07 $1043 $ 810

Basic — pro forma $ 803 $1036 $ 796

Diluted — as reported $ 8.01 $1031 §$ 804

Diluted — pro forma $ 794 51023 $ 7.9

In December 2004, the FASB issued SFAS No. 123R,
Share-Based Payment. SFAS No. 123R is a revision of
SFAS No. 123, Accounting for Stock Based Compensation,
and supersedes APB 25. Among other items, SFAS 123R
eliminates the use of APB 25 and the intrinsic value
method of accounting, and requires companies to recog-
nize the cost of employee services received in exchange
for awards of equity instruments, based on the grant date
fair value of those awards, in the financial statements.




The effective date of SFAS 123R is the first reporting
period beginning after June 15, 2005. Because the
Company has not granted any stock options since 2002
and does not anticipate issuing options in 2005, the
adoption of this statement is not expected to have a
material impact on the results of operations.

EXIT AND TERMINATION COSTS

In January 2003, the Company adopted SFAS No. 146,
Accounting for Costs Associated with Exit or Disposal
Activities, which was effective for periods after December
31, 2002. The statement requires that a liability for a cost
associated with an exit or disposal activity be recognized
and measured initially at its fair value in the period in
which the liability is incurred. Previously, these liabilities
were required to be accrued at the time management com-
mitted to an activity. Costs required to be accrued include
but are not limited to termination benefits provided to
employees that were involuntarily terminated, costs to ter-
minate a contract that was not a capital lease, and costs to
consolidate facilities or relocate employees. The impact of
implementation of this standard was not material.

2. Investments

The amortized cost and estimated fair value of investments
in fixed maturities available for sale at December 31, 2004
and 2003 were as follows:

(in millions) 2004
Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

U.S. Treasury
securities and
obligations of
U.S. Government
corporations

and agencies  $  84.1 $ 1.8 $(0.3)$ 856
Obligations of states

and political

subdivisions 416.0 20.1 (0.6) 4355

Fixed maturities

issued by foreign

governments 4.7 0.1 — 4.8
Public utilities 11.3 0.9 — 12.2
Corporate securities 419.0 14.7 (1.1) 4326
Mortgage-backed

securities 133.7 2.2 (0.3) 1356
Preferred stock 7.0 — — 7.0
Fixed maturities

available-for-sale $1,075.8 $39.8 $(2.3) $1,113.3

(in millions) 2003
Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

U.S. Treasury
securities and
obligations of
U.S. Government
corporations

and agencies $ 88.9 $ 34 $(0.1) § 919
Obligations of states

and political

subdivisions 4179 235 0.3) 4411
Fixed maturities

issued by foreign

governments 1.5 — — 1.5
Public utilities 23.0 1.5 — 245
Corporate securities 3443 17.7 0.8)  361.2
Mortgage-backed

securities 116.1 2.1 (0.2) 118.0
Preferred stock 5.5 0.1 —_ 5.6
Fixed maturities

available-for-sale  $997.2 $48.0 $(1.4) $1,043.8

The amortized cost and estimated fair value of
fixed-maturity securities at December 31, 2004 by
contractual maturity for available-for-sale securities are
shown below. Actual maturities will differ from contractual
maturities because borrowers may have the right to call
or prepay obligations.

Amortized  Estimated

(in millions) Cost  Fair Value
Due in one year or less $ 638 $ 646
Due after one year through five years 3711.0 382.0
Due after five years through ten years 355.9 375.1
Due after ten years 1514 156.0
Mortgage-backed securities 133.7 135.6
$1,075.8 31,1133

Realized and unrealized gains (losses) representing
the change in difference between fair value and cost
(principally amortized cost for fixed maturities) on fixed
maturities and equity securities for the three years ended
December 31 are summarized below:

2004 2003 2002

(in millions)

Net realized gains (losses):

Fixed maturities $1.6 $77 $14
Equity securities 4.2 0.8 (0.1}
$5.8 $85 §$13

Change in unrealized:
Fixed maturities $(9.1) $(7.7) $45.4

Equity securities 3.4 6.9 0.3

$(5.7)  $(0.8) $45.7
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Gross unrealized gains and (losses) relating to invest-
ments in equity securities were $10.8 million and $(0.1)
million at December 31, 2004.

A total of 480 securities had unrealized losses at
December 31, 2004, and the duration of these securities
range from one vear to thirty years. All but 24 of the securi-
ties with unrealized losses were investment-grade fixed-
maturity securities acquired by the Company during 2004,
and accordingly, each security has been in an unrealized
loss position for less than twelve months. The 24 securities
with unrealized losses in excess of twelve months were
investment-grade long-term bonds and notes which man-
agement has the intent and the ability to hold to maturity
and had an aggregate unrealized loss of $0.3 million.

Management has concluded that none of the available-
for-sale securities with unrealized losses at December 31,
2004 has experienced an other than temporary impairment.
This conclusion was based on a number of factors including:
(1) there were no securities with fair values less than 80
percent of amortized cost at December 31, 2004, (2) there
were no securities rated below investment-grade, and (3)
there were no securities for which fair value had been
significantly below amortized cost for a period of six
months or longer.

The proceeds from sale of investments, net of calls or
maturities and gross realized gains (losses) during the years
ended December 31, 2004, 2003 and 2002 were as follows:

(in millions) 2004 2003 2002
Fixed maturities:
Proceeds $333.7 $463.0 $339.2
Gross realized gains 3.2 8.7 5.7

Gross realized losses (1.8) (0.8) (4.0)
Equity securities:
Proceeds $156 § 90 §$ 1.2
Gross realized gains 4.3 1.0 —
Gross realized losses (0.1) (0.2 (0.1)

At December 31, 2004, no industry group comprised
more than 10 percent of our investment portfolio. This
portfolio is widely diversified among various geographic
regions in the United States, and is not dependent on the
economic stability of one particular region.

At December 31, 2004, we did not hold any fixed
maturity securities in any single issuer, other than securi-
ties issued or guaranteed by the U.S. government, which
exceeded 10 percent of shareholders’ equity.

3. Loans Receivable

Loans receivable at December 31, 2004 and December 31,
2003 are summarized as follows:

(in millions) 2004 2003
Loans — interest bearing $346.8 3$257.6
Conditional sales and other contracts 1.5 5.3
348.3 262.9

Unearned income on loans (G.5) 0.7)
Allowance for loan losses (4.1) (3.3)
Deferred loan fees 0.9 1.6
$344.6  $260.5

The average yield on the Company’s loan portfolio
was 6.76 percent for the year ended December 31, 2004.
Average vields are affected by amortization of discounts on
loans, prepayment penalties recorded as income, loan fees
amortized to income and market interest rate changes.

The activity in the allowance for loan losses for the
years ended December 31, 2004, and December 31,
2003, is as follows:

(in millions) 2004 2003
Beginning of year $3.3 $0.1
Add:  Provision for loan losses 0.9 0.7

Balance acquired — 25
Less: Charge-offs 0.1 —
Balance at end of year $4.1 $3.3

There were no investments in loans for which an
impairment has been recognized. The amount of loans in
non-accrual status was not material at December 31, 2004.

The allowance for loan losses is maintained at a level
that is considered appropriate by management to provide
for risks in the portfolio.

4. Policy and Contract Claims

Activity in the liability for unpaid claims and claim
adjustment expenses is summarized as follows:

(in millions) 2004 2003 2002
Balance at January 1 $659.6 $5745 $5615
Acquired 8 - —
Incurred related to:

Current year 213.7 147.3 136.5

Prior years (32.3) 41.3 (30.7)
Total incurred 181.4 188.6 105.8
Paid related to:

Current year 19.2 85 10.5

Prior years 107.1 95.0 82.3
Total paid 126.3 103.5 92.8
Balance at December 31 $715.5 $659.6  $574.5




The Company calculates the ultimate loss reserve for
title insurance claims by analyzing the dollar amount of
claims paid and reported each year accumulated by policy
issue year in each subsequent year. The Company considers
factors such as historical timing of claims reported and
historical timing of claims paid over the period in which
policies are effective against actual experience by year of
policy issue to determine the amount of claims reserves
required for each year for which policies are outstanding.

The Company’s increase in 2004 estimated losses
related primarily to several large claims for policy year
2004. Reserves for policy years 1999 and prior developed
favorably in both 2004 and 2003. The adverse development
on prior year loss reserves during 2003 was attributable to
the emergence of a few large claims for policy years 2001
and 2002. The favorable development on loss reserves
during 2002 was attributable to lower than expected pay-
ment levels on recent issue years which included a high
proportion of refinance business. The Company will con-
tinue to evaluate its title insurance reserves quarterly and
adjust its reserves when circumstances dictate that recent
trends have moderated significantly.

5. Deposits

Passbook and investment certificate accounts at December 31,
2004 and December 31, 2003 are summarized as follows:

{(dollars in millions) 2004 2003
Passhook accounts $176.1 3 804
Certificate accounts;
Less than one year 138.1 108.2
One to two years 253 10.7
Two to three years 3.8 2.0
Three to four years 2.7 0.8
Four to five years 27.1 1.9
$373.1  3204.0
Annualized average interest rates:
Passhook accounts 1.31% 2.03%
Certificate accounts 2.95% 2.79%

6. Facultative Reinsurance

The Company cedes and assumes title policy risks to and
from other insurance companies in order to limit and diver-
sify its risk. The Company cedes insurance on risks in
excess of certain underwriting limits, which provides for
recovery of a portion of losses. The Company remains con-
tingently liable to the extent that reinsuring companies can-
not meet their obligations under reinsurance agreements.
Due to statutory limitations, the Company is restricted
to purchasing reinsurance from other title companies.
Consequently, the Company purchases significantly all its
title reinsurance from two other title companies. These title
companies have an AM Best rating of A or better, indicating
excellent or superior ability to meet their obligations.

The amount of paid and recovered reinsured losses
during the three years ended December 31, 2004 is
immaterial to operations. The total amount of premiums
for assumed and ceded risks was less than 1 percent of
title premiums in each of the last three years.

7. Shareholders’ Equity

RIGHTS AGREEMENT
The Company has issued one preferred share purchase
right (a “Right”) for each outstanding share of Common
Stock. Each Right entitles the holder to purchase, upon
certain triggering events, shares of the Company’s Series
A Junior Participating Preferred Stock (“Junior Preferred
Stock™) or Common Stock or other securities, as set
forth in the Rights Agreement, as amended, between the
Company and State Street Bank and Trust Company,
the parent company of the Company’s transfer agent.
Generally, the Rights will become exercisable if a person
or group acquires or announces a tender offer for 20 per-
cent or more of the outstanding shares of Common Stock.
Under certain circumstances, the Board of Directors may
reduce this threshold percentage to not less than 10 percent.
If a person or group acquires the threshold percent-
age of Common Stock described above, each Right will
entitle the holder, other than such acquiring person or
group, to purchase one one-hundredth of a share of
Junior Preferred Stock at an exercise price of $85, subject
to certain adjustments. As an alternative to purchasing
shares of Junior Preferred Stock, if a person or group
acquires the threshold percentage of Common Stock,
each Right will entitle the holder, other than such acquir-
ing person or group, to buy, at the then current exercise
price of the Right, shares of Common Stock having a
total market value of twice the exercise price. If the
Company is acquired in a merger or other business com-
bination, each Right will entitle the holder, other than
such acquiring person or group, to purchase, at the then
current exercise price of the Right, securities of the sur-
viving company having a total market value equal to
twice the exercise price of the Rights. Following the
acquisition by any person of more than the threshold per-
centage of the outstanding shares of the Company’s
Common Stock but less than 50 percent of such shares,
the Company may exchange one share of Common Stock
for each Right {other than Rights held by such person).
The Rights will expire on August 20, 2007 and may
be redeemed by the Company at a price of one cent per
Right at any time before they become exercisable. Until
the Rights become exercisable, they are evidenced by the
Common Stock certificates and are transferred with and
only with such certificates.
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STOCK OPTIONS AND AWARD PLANS

As of December 31, 2004, the Company had three stock
compensation plans which have been approved by the
shareholders. Under the 2000 Stock Incentive Plan, as
amended (the “2000 Plan”), the Company may
grant/award Common Stock, restricted stock, stock

date of grant; all other options generally vest ratably over
four years and expire seven years from the date of grant.
The following schedule summarizes stock option activity
for the three years ended December 2004:

Weighted Weighted

. o . Number Average  Average
options, st'ock appreciation rights and phantom stock to of Shares  Exercice Pri%e FairVaIge
officers, directors, employees, agents, consultants and
advisors of the Company and its subsidiaries, as deter- Options outstanding,
mined in the discretion of the Executive Compensation December 31, 2001
Committee of the Board of Directors. Grants or awards (421,145 exercisable) 1,493,901 $29
covering 1,509,480 shares of Common Stock were made Granted 16,000 32 $17.92
pursuant to the 1991 and 1992 stock plans. All future Exercised 151,757 19
grants of stock compensation will be granted through the ~ Forfeited 71,502 32
2000 Plan. As of December 31, 2004, the Company had Options outstanding,
made awards of 310,554 shares of restricted stock, 100 December 31, 2002
shares of Common Stock, grants of 58,602 shares of (616,630 exercisable) 1,286,642 $30
phantom stock designated as cash units and payable sole-  granted — —
ly in cash; and grants covering 748,430 shares, each net Exercised 358,398 29
of adjustments for forfeitures pursuant to the 2000 Plan. Forfeited 12,000 44
The maximum number of shares of Common Stock ) ,
authorized for issuance under the 2000 Plan is 3,600,000 Options outstanding,

. . . . December 31, 2003
subject to adjustment as described in the 2000 Plan. As (532,738 exercisable) 916,244 $30
of December 31, 2004, there were 2,482,314 shares Granted' - -
available for future grant under the 2000 Plan. Exercised 380,031 30
STOCK OPTIONS Forfeited 7.000 38
All stock options have been granted with an exercise Options outstanding,
price equal to the fair market value of a share of Common December 31, 2004
Stock at the date of grant. All options granted to directors (408,213 exercisable) 529,213 $30
vest ratably over four years and expire ten years from the

The following table summarizes information about stock options outstanding at December 31, 2004;

Weighted Weighted Weighted

Range of Number Average Average Number Average
Exercise Outstanding Remaining Exercise Exercisable Exercise

Prices at 12/31/04 Life Price at 12/31/04 Price

$14.31 - $20.06 81,963 2.58 $18.59 81,963 $18.59
26.50 - 26.50 201,250 3.95 26.50 140,250 26.50
27.70- 32.04 42,000 6.20 29.67 42,000 29.67
36.80 - 36.80 178,000 3.13 36.80 118,000 36.80
43.60 - 54.04 26,000 2.06 48.57 26,000 48.57
529,213 3.55 $30.08 408,213 $29.62

RESTRICTED STOCK

Restricted stock and related cash units may be granted pursuant to the 2000 Plan and vest ratably over four years.

2004 2003 2002
Restricted Cash Restricted Cash Restricted Cash
Stock Units Stock Units Stock Units
Outstanding grants

at start of year 257,005 71,820 120,400 — — —
New shares granted 26,168 13,158 169,180 71,820 120,400 —
Shares forfeited (5,194) (1,480) —_ — — —
Shares vested (88,901) (24,896) {32,575) — — —

Outstanding grants '
at end of year 189,078 58,602 257,005 71,820 120,400 —




SAVINGS AND STOCK OWNERSHIP PLAN
The Company has registered 3,100,000 shares of Common
Stock for use in connection with the LandAmerica
Financial Group, Inc. Savings and Stock Ownership

Plan. Substantially all of the employees of the Company
are eligible to participate in the Plan.

Prior to July 1, 2002, the Company provided the
Plan Trustee with funds to purchase shares on the open
market to use in matching employee contributions. After
that date, the Company has matched employee contribu-
tions in cash. The level of contributions to the Plan is dis-
cretionary and set by the Board of Directors annually.
The total number of shares purchased and allocated to
employees, including both company match and employee
contributions in 2004, 2003 and 2002 were 121,456,
107,547 and 184,656, respectively, at a cost of $5.4 mil-
lion, $4.8 million and $5.5 million, respectively. Amounts
charged to income by the Company for its matching con-
tributions were $12.8 million, $11.9 million and $10.3
million for 2004, 2003 and 2002, respectively.

Effective January 1, 2005, the Company’s Savings
and Stock Ownership Plan was amended to comply with
the safe harbor provisions of Sections 401(k){12) and
401(m)(11) of the Internal Revenue Code of 1986, as
amended. The amendment provides immediate vesting on
all Company matching contributions made after January
1, 2005, removes the one-year waiting period for new
participants to receive matching contributions and
increases the matching contributions that the Company
will make to employee accounts under the plan.

DEFERRAL PLANS

Pursuant to the Company’s Executive Voluntary Deferral
Plan and Outside Directors Deferral Plan, executives and
directors can defer eligible compensation into deferred
stock units or a cash account bearing interest at a fixed
rate of return. Under the terms of the original plans,
deferred stock units were settled by a cash payment to
the plan participant. Effective April 24, 2002, the
Company amended the deferral plans to provide for the
settlement of deferred stock units in the Common Stock
of the Company. Effective January 1, 2004, the Executive
Voluntary Deferral Plan and the Outside Directors
Deferral Plan were amended to provide a maximum of
800,000 and 100,000, respectively, of Common Stock
that can be issued under the plans. A trust has been
established to hold the shares of Common Stock to be
used to fund payments to executives and directors. The
Company provides the trustee of the Plans with the funds
to purchase shares of Common Stock on the open market
to match the number of deferred stock units credited to
participants’ accounts under the deferral plans. The
aggregate number of shares purchased by the trustee of
the plans in 2004 was 59,336 at a cost of $2.7 million.

CONVERTIBLE DEBT

In November and December 2003, the Company issued
$115.0 million of the Company’s 3.125 percent Convertible
Senior Debentures due 2033 {the “2003 debentures”)
through a private placement. The 2003 debentures are

convertible into shares of the Company’s Common Stock
at the current conversion rate of 14.9478 shares per
$1,000 principal amount of the debentures, which is
equivalent to a conversion price of $66.90 per share of
Common Stock. The conversion rate is subject to adjust-
ment upon the occurrence of certain specified events.
Upon conversion, the Company will deliver cash or
Common Stock equal to the lesser of the aggregate prin-
cipal amount of the 2003 debentures to be converted or
the Company’s total conversion obligation and cash or
Common Stock in respect of the remainder, if any, of the
Company’s conversion obligation. (See Note 21 for addi-
tional information) The Company may redeem some or
all of the 2003 debentures at any time on or after
November 2010. The holders may also require the
Company to repurchase the 2003 debentures for cash or
Common Stock at five designated repurchase dates as
defined in the indenture. Holders may convert the 2003
debentures into cash and shares, if any, of the Company’s
Common Stock prior to stated maturity, under the fol-
lowing circumstances: (1) during any calendar quarter
(and only during such calendar quarter) commencing
after December 31, 2003, and before December 31,
2028, if the last reported sale price of the Company’s
Common Stock is greater than or equal to 125 percent of
the conversion price for at least 20 trading days in the
period of 30 consecutive trading days ending on the last
trading day of the preceding calendar quarter; (2) at any
time on or after January 1, 2029, if the last reported sale
price of the Company’s Common Stock on any date on
or after December 31, 2028, is greater than or equal to
125 percent of the conversion price; (3) subject to certain
limitations, during the five business day period after any

five consecutive trading day period in which the trading

price per 2003 debenture for each day of that period was
less than 98 percent of the product of the conversion rate
and the last reported sale price of the Company’s
Common Stock; (4) if the Company calls the 2003 deben-
tures for redemption; (5) upon the occurrence of certain
corporate transactions; or (6) if the Company obtains
credit ratings for the 2003 debentures, at any time when
the credit ratings assigned to the 2003 debentures are
below the specified levels in the indenture. At December
31, 2004 none of the 2003 debentures had been convert-
ed or redeemed.

In May 2004, the Company issued approximately
$125.0 million principal amount of the Company’s 3.25
percent Convertible Senior Debentures due 2034 (the
“2004 debentures”) through a private placement.

The 2004 debentures are convertible into shares of the
Company’s Common Stock at current conversion rate of
18.4153 shares per $1,000 principal amount of the 2004
debentures, which is equivalent to a conversion price of
approximately $54.30 per share of Common Stock. The
conversion rate is subject to adjustment upon the occur-
rence of certain specified events. Upon conversion, the
Company will deliver cash equal to the lesser of the
aggregate principal amount of 2004 debentures to be
converted and the Company’s total conversion obligation
and Common Stock in respect of the remainder, if any, of
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the Company’s conversion obligation. Holders may con-
vert the 2004 debentures into cash and shares, if any, of
the Company’s Common Stock prior to stated maturity,
under the following circumstances: (1) during any calen-
dar quarter (and only during such calendar quarter) com-
mencing after June 30, 2004, and before June 30, 2029,
if the last reported sale price of the Company’s Common
Stock is greater than or equal to 125 percent of the con-
version price for at least 20 trading days in the period of
30 consecutive trading days ending on the last trading
day of the preceding calendar quarter; (2) at any time on
or after July 1, 2029 if the last reported sale price of the
Company’s Common Stock on any date on or after June
30, 2029 is greater than or equal to 125 percent of the
conversion price; (3} subject to certain limitations, during
the five business day period after any five consecutive
trading day period in which the trading price per 2004
debenture for each day of that period was less than 98
percent of the product of the conversion rate and the last
reported sale price of the Company’s Common Stock; (4)
if the Company calls the 2004 debentures for redemp-
tion; (3) upon the occurrence of certain corporate trans-
actions; or (6) if the Company obtains credit ratings for
the 2004 debentures, at any time when the credit ratings
assigned to the 2004 debentures are below the specified
levels in the indenture. As of December 31, 2004, none of
the debentures had been converted or redeemed.

Concurrently with the sale of the 2004 debentures,
the Company entered into a bond hedge transaction
designed to mitigate the potential dilution from the con-
version of the 2004 debentures. Under the ten year term
of the bond hedge transaction, the Company may exer-
cise an option to require a counterparty to deliver to the
Company shares of Company Common Stock based at a
price approximately equal to the conversion price of the
2004 debentures.

The cost of the bond hedge transaction was partially
offset by the Company’s sale to a counterparty of war-
rants to acquire up to 2,301,894 shares of the Company’s
Common Stock. The warrants are initially exercisable at
a price of approximately $63.98 per share, subject to
adjustment. The warrants may be settled through a net
share settlement based on the amount by which the then
current market price of the Company’s Common Stock
exceeds the exercise price.

COMPREHENSIVE INCOME

The Company has elected to display comprehensive
income in the statements of shareholders’ equity, net of
reclassification adjustments. Reclassification adjustments
are made to avoid double counting in comprehensive
income items that are displayed as part of net income for
a period that also had been displayed as part of other
comprehensive income in that period or earlier periods.

A summary of unrealized gains (losses} and reclassifi-
cation adjustments, net of tax, of available-for-sale securi-
ties for the years ended December 31, 2004, 2003 and
2002 follows:

(in millions) 2004 2003 2002
Unrealized holding (losses)
gains arising during the peried ~ $(5.5)  $(5.6)  $30.3

Redlassification adjustment for

gains (losses) previously included

in other comprehensive income

(net of tax expense (benefit) of

$1.1 million — 2004; $2.8 million -

2003 and $0.4 million — 2002) 1.8 5.1 (0.6)

Net unrealized holding (losses) gains
arising during the period

$(0.5)  $29.7

$(3.6)

Net unrealized gains totaled $48.2 million and $53.9
million at December 31, 2004 and December 31, 2003,
respectively. :

8. Statutory Financial Condition
and Results of Operations

The accompanying consolidated financial statements have
been prepared in conformity with accounting principles
generally accepted in the United States which differ in-
some respects from statutory accounting practices pre-
scribed or permitted in the preparation of financial state-
ments for submission to insurance regulatory authorities.
Combined statutory equity of the Company’s insurance
subsidiaries was $478.8 million and $460.1 million at
December 31, 2004 and 2003, respectively. The differ-
ence between statutory equity and equity determined on
the basis of accounting principles generally accepted in
the United States is primarily due to differences between
the provision for policy and contract claims included in
the accompanying financial statements and the statutory
unearned premium reserve, which is calculated in accor-
dance with statutory requirements, and statutory regula-
tions that preclude the recognition of certain assets and
limit the recognition of goodwill and deferred income tax
assets. Statutory net income for the Company’s insurance
subsidiaries was $109.9 million, $163.1 million and
$128.9 million in 2004, 2003 and 2002, respectively.
The Company’s statutory-basis financial statements
are prepared in accordance with accounting practices pre-
scribed or permitted by insurance regulatory authorities.
These regulatory authorities recognize only statutory
accounting practices prescribed or permitted by their
individual state for determining and reporting the finan-
cial condition and results of operations of an insurance
company and for determining their solvency. The
National Association of Insurance Commissioners’
(“NAIC”) Accounting Practices and Procedures manual




(“INAIC SAP”) has been adopted as a component of pre-
scribed or permitted practices by each of the states that
the Company is regulated in. Each of the states have
adopted a material prescribed accounting practice that
differs from that found in NAIC SAP. Specifically, amounts
added to the Statutory Premium Reserve are released
more rapidly in the first three years of the twenty year
release period under NAIC SAP than is allowed by state
statute. Additionally, there are differences between NAIC
SAP and state statute for allowable assets in the areas of
deferred taxes, goodwill and EDP equipment,

A reconciliation of the Company’s insurance sub-
sidiaries’ net statutory surplus between NAIC SAP and
practices prescribed and permitted by these states at
December 31 is shown below:

(in millions) 2004 2003 2002
Statutory surplus $478.8  3460.1 $497.9
State prescribed practices:
Release of statutory
premium reserve 89.7 40.9 17.9
Deferred taxes 1.8 1.6 1.9
EDP equipment 2.1 2.1 1.4
Goodwill 2.8 4.5 1.2
Total adjustments 96.4 49.1 22.4
Statutory surplus, NAIC SAP $575.2  $509.2  $520.3

In a number of states, the Company’s insurance sub-
sidiaries are subject to regulations which require minimum
amounts of statutory equity and which require that the
payment of any extraordinary dividends receive prior
approval of the Insurance Commissioners of these states.
An extraordinary dividend is generally defined by various
statutes in the state of domicile of the subsidiary insurer.
Under such statutory regulations, net assets of consolidated
insurance subsidiaries aggregating $83.0 million is available
for dividends, loans or advances to the Company during
the year 20035.

In addition, the credit agreement with SunTrust Bank
(See Note 14) contains certain covenants which would limit
future dividend payments by the Company. Management
does not believe, however, that these restrictions will, in the
foreseeable future, adversely affect the Company’s ability to
pay cash dividends at the current dividend rate.

At December 31, 2004, the Company’s insurance and
industrial bank subsidiaries had $24.8 million on deposit
with various state regulatory agencies that are shown pri-
marily as investments on the consolidated balance sheet.

9. Investment Income

Earnings on investments and net realized gains for the
three years ended December 31 follow:

(in millions) 2004 2003 2002
Fixed maturities available-for-sale ~ $47.9 $47.9  $50.5
Equity securities 24 2.0 0.4
Short-term investments 2.8 2.6 2.2
Loans receivable 20.0 1.6 0.1
Other investment income 0.8 0.1 —
Net realized gains 5.8 8.5 1.3
Total investment income 79.7 62.7 54.5
Investment expenses (2.1) (2.1 {1.5)
Net investment income $77.6 $60.6  $53.0

10. Income Taxes

The Company and its majority-owned subsidiaries file a
consolidated federal income tax return. Significant com-
ponents of the Company’s deferred tax assets and liabilities
at December 31, 2004 and 2003 were as follows:

(in millions) 2004 2003
Deferred tax assets:
Deferred income $ 81.0 $ 650
Policy and contract claims 68.0 62.6
Employee benefit plans 32.0 28.7
Goodwill 30.0 39.7
Pension liability 16.5 17.8
Tax and flood claims 9.6 —
Convertible debt 9.2 —
Allowance for bad debts 49 6.3
Other 4.7 4.0
Total deferred tax assets 255.9 2241
Deferred tax liabilities:
Other intangibles 66.5 48.1
Unrealized gains 16.7 18.9
Fixed assets 10.0 8.6
Title plants 9.0 8.9
Capitalized system development costs i.4 14
Other 2.8 4.0
Total deferred tax liabilities 106.4 89.9
Net deferred tax asset $149.5 $134.2

A valuation allowance would be established for any
portion of a deferred tax asset that management believes

may not be realized. At December 31, 2004 and 2003, no
valuation allowance was provided.
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The breakout of the Company’s income tax expense
between current and deferred is as follows:

(in millions) 2004 2003 2002
Current:
Federal $87.0 $1000  $525
State 8.9 49 2.1
Total 95.9 104.9 54.6
Deferred: ‘
Federal (11.6) 0.1) 249
State (4.5) — 0.9
Total (16.1) {0.1) 25.8
Net tax expense $79.8 $104.8  $80.4

The provision for income tax differs from the amount
of income tax determined by applying the U.S. statutory
income tax rate {35 percent) to pre-tax income as a result
of the following;:

(in millions) 2004 2003 2002
Tax expense at federal

statutory rate $79.1  $103.9  $80.4
Federal tax credits (1.7) (1.3) {0.7)
Nontaxable interest (5.0) (5.1) (4.9)
Dividend deductions 0.5) (0.4) (0.6)
Company-owned life insurance (1.1) (0.6) (0.2)
Meals and entertainment 5.2 49 3.0
State income taxes,

net of federal benefit 2.9 3.2 2.0
Other, net 0.9 0.2 1.4
Income tax expense $79.8 $1048  $80.4

Taxes paid were $103.5 million in 2004, $120.3 million
in 2003 and $35.3 million in 2002.

11. Earnings Per Share

The following table sets forth the computation of basic and

diluted earnings per share for the years ended December 31:

(in millions except per

common share amounts) 2004 2003 2002
Numerator:
Net income — numerator for
diluted earnings per share  $146.3  $192.1  $1494
Numerator for basic
earnings per share $146.3 $192.1  $149.4
Denominator:
Weighted average shares —
denominator for basic
earnings per share 18.1 18.4 18.4
Effect of dilutive securities:
Employee stock options 0.2 0.2 0.2
Denominator for diluted
earnings per share 18.3 18.6 18.6
Basic earnings per common share $ 8.07  $10.43 $8.10
Diluted earnings per common share $ 8.01  $10.31 $8.04

12. Pensions and Other Postretirement Benefits

The Company has pension and other retirement benefit
plans covering substantially all employees. On December
31, 2004, the Company froze the accumulation of bene-
fits available under its principal defined benefit pension
plan. Effective December 31, 2004 the Company ceased
future accruals to the retirement plan accounts of all plan
participants (other than annual interest credits on
account balances), caused the accrued benefits of partici-
pants to be fully vested as of December 31, 2004 and
limited participation in the plan to those individuals who
were participants in the plan as of December 31, 2004,

Until December 31, 2004, the Company’s principal
pension plan was a non-contributory, qualified, defined
benefit pension plan that provided benetits based on a
cash balance formula. Each participant’s account was
credited annually with an amount equal to 2-5 percent of
the participant’s annual compensation based on the par-
ticipant’s age and years of credited service. Additionally,
each participant’s account balance will be credited with
interest based on the 10-year treasury bond rate published
in November preceding the applicable plan year. Prior to
January 1, 1999, the Company maintained two separate
non-contributory defined benefit plans, which were merged
into the current plan. Participants prior to January 1, 1999,
who met the requirements for early retirement on that
date, may elect to receive their retirement benefits under
the applicable prior plan or formula. The Company’s
policy was to fund all accrued pension costs.

Additionally the Company sponsors a postretirement
benefit plan that provides for postretirement health care
and life insurance benefits to employees hired by the
Company prior to January 1, 2000, The Company also
sponsors non-qualified, unfunded supplemental benefit
plans covering key management personnel.




Obligations, runded status and net amount recognized at December 31 are as tollows:

00T BdHWypuE] ¢y

Pension Benefits Other Benefits
(in millions) 2004 2003 2004 2003
Change in benefit obligation:
Benefit obligation at beginning of year $267.7 $231.0 $60.3 $61.0
Service cost 12,5 9.3 0.8 0.7
Interest cost 15.0 14.5 3.1 3.8
Plan participants’ contributions — — 1.0 0.8
Effect of Medicare Act — — 4.7 —
Actuarial loss (gain) 4.4 316 (2.9) (1.7)
Curtailments (13.7) — — —
Benefits paid (26.0) (18.7) (4.3) {4.3)
Benefit obligation at end of year $259.9 $267.7 $53.3 $60.3
Change in plan assets:
Fair value of plan assets at beginning of year $197.9 $183.2 $ — § —
Actual return on plan assets 19.3 233 — —
Refund of plan assets : — — — —
Company contributions 26.0 10.2 — —
Plan participants’ contributions — — — —
Benefits paid (26.0) (18.8) — —
Fair value of plan assets at end of year $217.2 $197.9 $ — $ —
Funded status of the plan (underfunded) $(42.7) $(69.8) $(53.3) $(60.3)
Unrecognized net actuarial loss 76.8 934 1.4 9.5
Unrecognized transition obligation — — 9.4 10.6
Unrecognized prior service cost — (6.4) 1.2 1.6
Contribution made between measurement date and year end — 16.0 — —
Minimum pension liability adjustment in
accumulated comprehensive income (76.8) {80.8) — —
Accrued benefit cost (42.7) (47.6) (41.3) (38.6)
Accumulated other comprehensive income 76.8 80.7 — —
Net amount recognized $ 34.1 $ 331 $(41.3) $(38.6)
The accumulated benefit obligation for all defined plans with an accumulated benefit obligation in excess of
benefit pension plans was $259.9 million and $261.5 mil-  plan assets were $259.9 million, $259.9 million and
lion at December 31, 2004 and 2003, respectively. $217.2 million, respectively, as of December 31, 2004,
The projected benefit obligation, accumulated benefit and $267.7 million, $261.5 million and $197.9 million,
obligation, and fair value of plan assets for the pension respectively, as of December 31, 2003.
Pension Benefits Other Benefits
(in millions) 2004 2003 2002 2004 2003 2002
Components of net periodic pension cost:
Service cost $125 $ 93 $ 81 $0.8 $0.7 $0.9
Interest cost 15.0 14.5 14.9 3.1 3.8 34
Expected return on plan assets (17.3) (17.4) (18.0) — — —
Amortization of unrecognized
transition (asset) obligation — — — 1.2 1.2 1.1
Prior service cost recognized (1.6) (1.8) (1.7) 0.5 0.4 0.5
Gain due to settlement or curtailment (4.8) — — — — —
Recognized gain 5.2 1.3 — — 0.3 —

Net periodic benefit cost $ 9.0 $ 59 $ 33 $5.6 $6.4 $5.9
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Component of Comprehensive Income:

Pension Benefits Other Benefits

2004 2003 2004 2003

(in millions)

(Decrease) increase
in minimum liability
included in other
comprehensive income  $(3.9) $24.8 $— $—
ASSUMPTIONS
Weighted-average assumptions used to determine benefit
obligations at December 31:

Pension Benefits Other Benefits

2004 2003 2004 2003

Discount rate 6.00% 6.00% 6.00% 6.75%
Rate of compensation

increase 4.63% 4.63% 4.63% 4.63%
Weighted-average assumptions used to determine net

cost for years ended December 31:

Pension Benefits Other Benefits

2004 2003 2004 2003

Discount rate 6.00% 6.75% 6.00% 6.00%

Expected return on

plan assets 8.00% 8.50% N/A N/A
Rate of compensation
increase 4.63% 4.63% 4.63% 4.63%

Assumed health care cost trend rates at December 31:

2004 2003

Health care cost trend

rate assumed for next year 11.00% 12.00%
Rate that the cost trend rate

gradually declines to 5.50% 5.50%
Year that the rate reaches

the rate it is assumed

to remain at 2011 2011

Assumed health care cost trend rates has a significant
effect on the amounts reported for the health care plans.
A one-percentage-point change in assumed health care
cost trend rates would have the following effects:

One-Percentage-
Point Increase

One-Percentage-

(in millions) Point Decrease

Effect on total of service

and interest cost $0.1 $(0.1)
Effect on postretirement
henefit obligation $1.7 $(1.5)

The Company’s pension plan asset allocation at
December 31, 2004 and 2003 and target allocation for
2005 by asset category are as follows:

Target Percentage of
Allocation Plan Assets
2005 2004 2003
Equity securities 55.0% 56.0% 50.7%
Debt securities 35.0% 345% 40.2%
Other 10.0% 8.5% 9.1%
Total 100.0% 100.0% 100.0%

The Company anticipates that its weighted average
long-term rate of return will be 8.0 percent. This was devel-
oped based on the Company’s analysis of the anticipated
returns for the assets based on the Company’s targeted asset
allocation. The Company’s investment strategy is to provide
average market returns through the strategic use of equity
and fixed-income and alternative investments to ensure
both liquidity and stability of the portfolio. It is anticipated
that the current mix of investments will enable the plan to
meet its expected rate of return while maintaining principal
throughout a variety of market conditions.

CASH FLOWS
Employer contributions to the Company’s defined benefit
plan were $26.0 million and $26.2 million in 2004 and
2003, respectively. The Company anticipates making con-
tributions of between $10 million and $20 million in
2005. The Company did not contribute to other benefit
plans in 2004 and 2003 nor does it anticipate contribut-
ing amounts in 200S5.

Contributions by participants to the other benefit plans
were approximately $1.0 million and $0.8 million for the
years ending December 2004 and 2003, respectively.

ESTIMATED FUTURE BENEFIT PAYMENTS
The following benefit payments, which reflect expected
future service, as appropriate, are expected to be paid:

(in millions) Pension Benefits Other Benefits

2005 $ 299 $ 43
2006 24.8 4.1
2007 25.8 4.2
2008 27.0 4.2
2009 27.0 4.2
Years 2010-2014 151.1 215

The measurement date for both the pension and post-
retirement benefits valuations was September 30, 2004.

13. Commitments and Contingencies

LEASE COMMITMENTS

The Company conducts a major portion of its operations
from leased office facilities under operating leases that
generally expire over the next 10 years but are renewable.
Additionally, the Company leases data processing and




other equipment under operating leases, which for the
most part are renewable, that generally expire over the
next five years.

Following is a schedule of future minimum rental
payments required under operating leases that have initial
or remaining non-cancelable lease terms in excess of one
year as of December 31, 2004.

(in millions)

2005 $ 61.1
2006 46.7
2007 34.1
2008 23.0
2009 10.6
Thereafter 5.5

$181.0

Rent expense was $87.3 million, $75.1 million and
$63.1 million for the years ended December 31, 2004,
2003 and 2002, respectively.

In 2000 and 2001, the Company entered into sale-
leaseback transactions whereby the Company sold and
leased back assets classified as furniture and equipment.
These assets were leased back from the purchaser over
periods of 5§ and 7 years. The resulting leases are being
accounted for as operating leases and the resulting gain
is being amortized over the life of the lease. The leases
require the Company to pay customary operating and
repair expenses and to observe certain covenants. These
leases contain a renewal option at lease termination and a
purchase option at an amount approximating fair market
value at lease termination.

Future scheduled minimum lease payments under
non-cancelable operating leases entered into in connection
with the sale-leaseback transactions as of December 31,
2004 are as follows:

(in millions)

2005 $6.5
2006 5.8
2007 45
2008 1.1

Total minimum lease payments $17.9

OTHER COMMITMENTS AND GUARANTEES
In November 2002, FASB issued Interpretation No. 45,
Guarantors Accounting and Disclosure Requirements
Including Guarantees of Indebtedness of Others (“FIN 45”).
The provisions for initial recognition and measurement
are effective on a prospective basis for guarantees that
are issued or modified after December 15, 2002. Adoption
of this standard did not have a material impact on the
Company’s financial position or results of operations.
The Company had guarantees of indebtedness of others
of approximately $4.4 million at December 31, 2004,
and $6.1 million at December 31, 2003.

The Company’s bank subsidiary regularly commits to
fund loans. The amount of such commitments was not
material as of December 31, 2004,

CONCENTRATIONS OF CREDIT RISK

AND SIGNIFICANT CUSTOMERS

The Company’s banking subsidiary loan portfolio is col-
latéralized primarily by commercial and residential real
estate properties throughout Southern California. As a
result, the loan portfolio consists of similar property
types in the same region. Although the Company has a
diversified portfolio, a substantial portion of its debtors’
ability to honor their contracts is dependent on the econ-
omy of Southern California.

The Company’s tax and flood business acquired in
October 2003 had two customers that represented
approximately 40 percent and 59 percent of total fees
received for the years ended 2004 and 2003, respectively.

Although the Company conducts its business on a
national basis through a network of branch and agency
offices, approximately 49 percent and 47 percent of con-
solidated title revenues for the year ended December 31,
2004 and 2003, respectively, were generated in the states
of California, Texas, Florida, New York and Pennsylvania.

OTHER CONTINGENCIES

The Company is and has been periodically subject to
information requests and subpoenas from the states
relating to investigations of the business practices of the
Company and the title insurance industry. Multiple states
are specifically investigating captive reinsurance. Since the
inception of the reinsurance programs in 1997 through
2004, reinsurance premiums paid by the Company to the
reinsurers have totaled approximately $12 million. The
revenues from these programs were not material to the
results of operations. Based on information known to
management, the Company cannot predict the outcome
of these investigations.

14. Credit Arrangements

A summary of the Company’s debt and credit arrangements
are as follows:

(in millions) 2004 2003
3.125% senior convertible debentures,

due November 2033 $115.0 $115.0
3.25% senior convertible debentures,

due May 2034 - 125.0 —
7.16% senior notes, due 2006 50.0 50.0
7.45% senior notes, due 2008 50.0 50.0
7.88% senior notes, due 2011 50.0 50.0
Senior Credit Facility,

due November 6, 2008 — —
Borrowings from Federal Home

Loan Bank Board 51.1 43.6
Other notes with maturities through 2008,

average rate approximately 5.4% 24.3 18.8

$465.4 $327.4

On November 6, 2003, the Company entered into a
new credit arrangement with SunTrust Bank, individually
and as administrative agent for a syndicate of other banks,
pursuant to which a credit facility, in the aggregate principal
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amount of up to $200.0 million, was established. This
line of credit replaced the Company’s prior six-year credit
facility with Bank of America that expired in November
2003. The credit facilicy is a five-year senior unsecured
revolving credit facility, which will terminate with all
amounts being due and payable on November 6, 2008,
unless extended as provided in the credit agreement. In
March, April and October 2004, the Company amended its
credit facility with SunTrust Bank. The material terms of
the amendments revise certain restrictive covenants to
increase the Company’s flexibility to incur other indebted-
ness; make loans to agents; declare or pay cash dividends to
its shareholders and purchase, redeem or otherwise acquire
shares of its capital stock or warrants, rights or options to
acquire any such shares for cash; use a Rabbi Trust to pur-
chase, redeem or otherwise acquire shares of its Common
Stock; and guaranty indebtedness of its subsidiaries, affiliates
or agents of its subsidiaries. The facility contains certain
restrictive covenants, including a minimum debt to capital-
ization ratio, a debt service coverage ratio and maintenance
of statutory surplus. The Company was in compliance with
all such covenants at December 31, 2004.

Interest accrues on the outstanding principal balance
of the loans, at the Company’s option, based on (i) LIBO
(reserve adjusted) for 30, 60, 90 or 180 days with respect
to any Eurodollar Borrowing plus a margin determined
by the Company’s leverage ratio or (ii) SunTrust’s Base
Rate as defined in the credit agreement. In the event of
any default, interest on the outstanding principal balance
of the loans will accrue at a rate equal to SunTrust’s Base
Rate plus 2.0 percent per annum.

In May 2004 cthe Company issued $125.0 million
principal amount of its 3.25 percent Convertible Senior
Debentures due 2034 through a private placement. The
2004 debentures are convertible into common shares
of the Company at an equivalent price of $54.30 per
share. See additional information in Notes 7 and 21. The
Company may redeem some or all of the senior convertible
debentures at any time on or after May 2014. The holders
may also require the Company to repurchase the deben-
tures for cash at four designated repurchase dates as
defined in the indenture.

On November 26, 2003 the Company issued $115.0
million of its 3.125% Convertible Senior Debentures due
2033 through a private placement. The debentures are
convertible into common shares of the Company at $66.90
per share (see additional information in Notes 7 and 21).
The Company may redeem some or all of the senior con-
vertible debentures at any time on or after November 135,
2010. The holders may also require the Company to repur-
chase the debentures for cash at five designated repurchase
dates as defined in the indenture. Additionally, the Company
may be required to pay contingent interest during interest
periods beginning in 2010, depending on the trading price
of the debentures, as defined in the indenture.

The Company’s banking subsidiary has a line of credit
with the Federal Home Loan Bank Board of San Francisco
(“FHLB”) in the amount of $51.1 million at December 31,
2004. All advances under this line of credit were collater-
alized with loans receivable and FHLB stock. These bor-

rowings, which included fixed term, fixed and variable
rate advances maturing 2005 through 2009, bear or carry
interest rates ranging from 1.9 percent to 3.94 percent.

The aggregate annual maturities for notes and con-
tracts payable in each of the five years after December 31,
2004, are as follows:

(in millions)

2005 $16.3
2006 76.2
2007 19.3
2008 57.5
2009 3.6

Interest paid was $23.1 million, $12.8 million and
$12.2 million in 2004, 2003 and 2002, respectively.

15. Pending Legal Proceedings

GENERAL

The Company and its subsidiaries are involved in certain
litigation arising in the ordinary course of their businesses.
Although the ultimate outcome of these matters cannot
be ascertained at this time, and the results of legal pro-
ceedings cannot be predicted with certainty, the Company
believes, based on current knowledge, that the resolution
of these matters will not have a material adverse effect on
the Company’s financial position or results of operations.

LITIGATION NOT IN THE CRDINARY
COURSE OF BUSINESS
On September 5, 2002, Thomas Branick and Ardra
Campbell filed a representative suit on behalf of the
general public against Southland Title Corporation
(“Southland”), a subsidiary of the Company, in the Los
Angeles Superior Court (Case No. BC 280961). The
Complaint, as amended, pleads causes of action for
unfair competition (California Business and Professions
Code §§ 17200, et. seq.) and unfair business practices
(California Business and Professions Code §§ 17500, et.
seq.) and generally alleges that Southland improperly
charged its customers for recording documents incident
to real estate transactions and overcharged its customers
for administrative fees. Plaintiffs seek injunctive relief and
restitution. On September 3, 2004, the trial court granted
Southland’s Motion for Judgment on the Pleadings and
on September 16, 2004 entered a final judgment dismissing
this case. On November 15, 2004, Plaintiffs filed a Notice
of Appeal of the judgment and the matter is currently
pending in the Second District of the California Court of
Appeal. Southland intends to vigorously defend the
appeal. The parties are exploring opportunities for poten-
tial sectlement and have agreed to participate in nonbind-
ing Court of Appeal sponsored mediation scheduled for
April 4, 2005. Based on the fact that the suit is still in its
initial stages, at this time no estimate of the amount or
range of loss that could result from an unfavorable out-
come can be made.

On May 9, 2000, Romeo Jergess filed a putative
class action suit (the “Jergess Suit”) in the United States
District Court for the Eastern District of Michigan,




southern Division (Lase INO. UU-/21.24) against
Transnation Title Insurance Company (“Transnation”),

a subsidiary of the Company. The suit alleges that
Transnation’s rate for an owner’s title insurance policy,
charged in accordance with rates for new construction
filed with the Insurance Bureau of the State of Michigan,
are less than the rate paid by the lender for a simultane-
ously issued lender’s title insurance policy, and that the
lower rate paid by the builder/developer for the owner’s
policy involves an illegal kickback for a referral and an
illegal splitting of fees in violation of the Real Estate
Settlement Procedures Act (“RESPA™). On April 27,
2001, a similar suit was filed by Elaine Miller {the
“Miller Suit”) in the same court (Case No. 01-71647)
against Lawyers Title Insurance Corporation (“Lawyers
Title”), a subsidiary of the Company. The plaintiffs in
both suits seek an unspecified amount of damages equal
to three times the amount of the charge for each simulta-
neously issued lender’s title insurance policy in connec-
tion with a new home purchase commencing with the
period one year before the filing of each complaint, plus
costs, interest and attorneys’ fees. Transnation and
Lawyers Title have engaged a forensic accountant to
review plaintiffs’ estimate that the charges collected for
such policies by Transnation and Lawyers Title from the
class as originally defined is approximately $15 million.
The Jergess Suit and the Miller Suit were consolidated on
July 18, 2002 with cases pending against First American
Title Insurance Company and Chicago Title Insurance
Company. On December 5, 2002, the court certified a
class defined as all individuals who, during the period
commencing prior to one year of the filing of the applica-
ble suit and ending on October 30, 2002, purchased a
newly constructed one-to four-family dwelling or condo-
minium and were charged for a lender’s title insurance
policy allegedly in violation of RESPA. On February 12,
2003, the United States Court of Appeals for the Sixth
Circuit denied Transnation’s and Lawyers Title’s petitions
for an interlocutory appeal of the class certification order.
On October 30, 2003, the judge ordered that individuals
otherwise meeting the class definition, but who closed
transactions involving relevant policies between October 31,
2002 through October 30, 2003 would not be subject to
a statute of limitations defense raised by Transnation
Title or Lawyers Title between October 30, 2003 and
October 31, 2004. On October 28, 2004, Transnation
and Lawyers Title stipulated to an order that individuals
otherwise meeting the class definition, but who closed
transactions involving relevant policies between October
31, 2002 through October 30, 2004, would not be subject
to a statute of limitations defense raised by Transnation or
Lawyers Title between October 30, 2004 and October 31,
2005. The court currently has under consideration a
motion to proceed to trial with the certified class as origi-
nally defined. On January 13, 2005, the court denied
Transnation’s and Lawyers Title’s motion to dismiss the
case for lack of standing. On February 7, 2003, the court
dismissed without prejudice Transnation’s and Lawyers
Title’s Motion for Partial Summary Judgment with respect
to those members of the class covered by the affiliated

pusiness exception under REsSPA with the court indicating
that the parties could resubmit the motion with additional
information. The court has not yet ruled on the parties’
cross Motions for Summary Judgment on Count II of
plaintiffs’ complaint alleging an illegal splitting of fees under
RESPA. The parties have agreed to participate in nonbind-
ing mediation scheduled for May 3-4, 2005. A trial date
has been set for July 18, 2005. Transnation and Lawyers
Title intend to vigorously defend the consolidated suits.

On June 22, 2004, Gateway Title Company, Inc.,
Commonwealth Land Title Company, Inc. and
LandAmerica Financial Group, Inc. (“Plaintiffs”) filed a
Complaint, subsequently amended by a First Amended
Complaint filed June 25, 2004, in the Superior Court of
California, County of Los Angeles, Central District,
against the Mercury Company and its affiliates Financial
Title, Alliance Title, Investors Title and various individu-
als including Joseph DiChiacchio, a former manager of
LandAmerica (Case No. BC 317441) (collectively, the
“Defendants”). The lawsuit claims substantial monetary
and punitive damages for unfair competitive business
practices in conjunction with Plaintiffs’ loss of over 200
employees in California, most of which appears to have
occurred within an approximately twelve month period.
On August 12, 2004, the court granted a Temporary
Restraining Order, followed by a request for a
Preliminary Injunction, which was granted September 27,
2004 against the Defendants based upon a showing of
significant likelihood of Plaintiffs prevailing on the merits
combined with irreparable harm to Plaintiffs if injunctive
relief did not issue. The injunctive relief generally prohib-
ited the solicitation of Plaintiffs’ employees. The prelimi-
nary injunctive relief has now expired and discovery and
the calculation of damages are underway. On December
13, 2004, Alliance Title Company, Inc., Financial Title
Company, Inc., Roberto Olivera and Ray Arias filed a
Cross-Complaint for unfair competitive business practices.
On December 13, 2004, Mr. DiChiacchio also filed a
Cross-Complaint alleging similar claims, including back
wages and additional bonus payments. Plaintiffs, are
disputing and intend to vigorously defend the Cross-
Complaints. A trial date has been set for October 3,
2005. Management believes that damages caused to
Plaintiffs by Defendants far exceed any claim of offset
raised in the Cross-Complaints.

16. Acquisition

BUSINESS COMBINATIONS

During the years ended December 31, 2004 and 2003,
the Company completed 27 and 19 acquisitions, respec-
tively. These acquisitions were intended to grow the
Company’s title operations and expand its real estate
transaction services portfolio. The acquisitions have been
accounted for using the purchase method of accounting
and each acquisition’s results have been included in the
consolidated financial statements since the acquisition date.
The useful life of all assets recorded in purchase account-
ing is based on market conditions, contractual terms and
other appropriate factors.
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1he tollowing acquisition was considered material
and is included in the Lender Services segment:

On October 1, 2003, the Company purchased 100
percent of the issued and outstanding stock of
LandAmerica Tax & Flood (“LATF”) formerly known
as LERETA for approximately $221.1 million in cash.

In connection with the closing of the acquisition the
Company entered into a stock purchase agreement, non-
competition agreements with certain shareholders, a
non-solicitation agreement with certain shareholders

and employment agreements with certain employees. The
non-competition agreements prohibit certain shareholders
from engaging in activities related to the business of
LATF for a period of three years following the date of
specified events. The non-solicitation agreement prevents
shareholders from employing any employee of the
Company for a period of one year after closing and the
employee has ceased employment with the Company.

The fair value of assets acquired and liabilities
assumed in the LATF acquisition were as follows:

(in millions)

Tangible assets acquired $118.2
Intangible assets:
Customer relationships 86.8
Capitalized software 14.8
Goodwill 188.0
Liabilities assumed (186.7)
Total purchase price $221.1

Selected unaudited pro forma combined results of
operations for the years ended December 31, 2003 and 2002,

assuming the acquisition had occurred as or january 1,
2002, and using actual general and administrative expenses
prior to the acquisition, are set forth below:

2003 2002

$3,501.0 $2,672.0
$ 2040 § 143.1
$ 1107 $ 776
$ 1094 $ 7.70

(dollars in millions, except per share amounts)

Total revenue

Net earnings

Basic earnings per share
Diluted earnings per share

The Company also acquired businesses that were
not material, individually or in the aggregate in 2004 as
follows: 10 in the Title Insurance segment, 7 in the Lender
Services segment and 10 the Corporate and Other segment.
Total cost and goodwill recognized in all acquisitions made
by the Company were $202.1 million and $120.4 million
in 2004, $363.1 million and $222.2 million in 2003, $13.2
million and $11.0 million in 2002. There was $6.4 million,
$46.3 million and $7.7 million of tax deductible goodwill
associated with these acquisitions in 2004, 2003 and 2002,
respectively. The Company is currently finalizing the
results of its purchase price allocations since several
acquisitions were completed at the end of 2004.

Substantially all of the acquisitions in 2004 have
escrow agreements where a portion of the consideration
has been placed in escrow until predetermined criteria have
been met. Additionally, in certain instances, the Company
has entered into purchase agreements which contain provi-
sions for additional payments should the acquired company
meet certain operating results. Neither the escrow agreements
nor the contingent consideration are material to the financial
statements or operations of the Company.

Goodwill balances by segment are as follows for 2004 and 2003, respectively.

Title Lender Financial Corporate

(in millions) Consolidated Insurance Services Services and Other
Balance as of December 31, 2003 $426.7 $220.8 $189.8 $5.3 $10.8
Goodwill acquired 141.8 86.0 44.6 0.7 10.5
Balance as of December 31, 2004 $568.5 $306.8 $234.4 $6.0 $21.3

17. Variable Interest Entities

In January 2003, FASB issued Interpretation No. 46
(“FIN 467), Consolidation of Variable Interest Entities,
an Interpretation of Accounting Research Bulletin No. 51
{the “Interpretation”). The Interpretation requires the
consolidation of entities in which an enterprise absorbs a
majority of the entity’s expected losses, receives a majority
of the entity’s expected residual returns, or both, as a
result of ownership, contractual or other financial interests
in the entity. Previously, entities were generally consoli-
dated by an enterprise when it has a controlling financial
interest through ownership of a majority voting interest in
the entity. Consistent with FASB Staff Position, FIN 46-6,
Effective Date of FASB Interpretation No. 46, Consolidation
of Variable Interest Entities, the Company implemented
FIN 46 in the fourth quarter of 2003 related to its owner-

ship interests in entities entered into prior to February 1,
2003, and in the second quarter of 2003 for entities entered
into subsequent to February 1, 2003. The impact of
implementation was not material to the Company.

The Company, in the course of its normal day-to-day
business, enters into joint ventures and partnerships related
to its title operations and title plants. These entities are
immaterial to its financial position and results of operations
individually and in the aggregate. At December 31, 2004,
the Company had no material exposure to loss associated
with Variable Interest Entities to which it is a party.

18. Impairment and Exit and Termination Charges

As part of its review process of reviewing long-lived assets,
during 2004 and at December 31, 2003 the Company
identified 17 and 21 title plants, respectively, in the Title




Insurance segment with an aggregate book value of 55.0
million and $4.9 million, respectively, that will not continue
to be used or maintained. Accordingly, the Company
recorded impairment losses of $5.0 million and $4.9 million,
respectively, which is reflected in “Write-off of title plants”
in the Consolidated Statements of Operations.

During 2004, the Company announced a facility con-
solidation and rationalization plan to reduce expenses as a
result of a change in the business environment. As a result,
the Company closed 61 facilities. In connection with these
programs, the Company incurred $6.5 million of exit
costs, net of a $0.2 reduction in the fourth quarter, of
which $0.04 million was related to Credit Services with the
remaining balance attributable to Title Operations. These
costs were comprised of $4.9 million related to lease termi-
nation, $1.2 million of severance and $0.4 million of other
miscellaneous exit costs. Of the $6.5 million in accruals,
$5.0 million had been paid prior to year end leaving $1.5
million to be substantially paid prior to 2007.

In the fourth quarter of 2003, the Company identi-
fied two opportunities to rationalize and consolidate
facilities in the Title Insurance segment. In connection
with these programs, the Company incurred $0.8 million
of exit costs. These costs were comprised of $0.7 million
related to lease termination and $0.1 million of other
miscellaneous exit costs. Of the $0.8 million in original
accruals, all was paid in 2004.

In the first quarter ot 2002, the Company recorded
$3.2 million of exit and termination costs related to the
closing of certain offices and reduction in workforce of
its real estate appraisal operations. On June 1, 2002, the
Company entered into a joint venture agreement with
The First American Corporation to combine real estate
appraisal operations. Under the terms of the agreement,
the Company contributed its former Primis residential
appraisal production division, which it acquired in 2000,
to First American’s eAppraiselT subsidiary. In connection
with the transaction, the Company exited the residential
appraisal production business, which had been unprofitable,
and recorded a second quarter charge of $14.1 million
for exit, termination and other costs. This amount was
comprised of $4.6 million related to lease termination
costs, $2.2 related to employee severance costs and $7.3
million related to the write down to estimated net realiz-
able value of assets determined not to be redeployable
and other miscellaneous exit costs. The original amount
accrued was reduced $4.0 million in the fourth quarter
of 2002 and $0.5 million during 2003. These reductions
were a result of the favorable settlement of real estate,
rental and other obligations. Of the remaining accrual,
$11.5 million had been paid as of December 31, 2004,
leaving $1.3 million, which the Company expects to be
substantially paid by December 31, 2006.

19. Unaudited Quarterly Financial Data &
=

Selected quarterly financial information follows: ]
First Second Third Fourth -1

(dollars in millions, except per share amounts) Quarter Quarter Quarter Quarter g

2004 N

Operating revenue $759.9 $903.8 $858.2 $922.6 z

Net investment income 19.6 18.2 18.4 214

income before income taxes 324 94.7 52.3 46.7

Net income 209 61.5 335 30.40

Net income per common share $1.12 $ 3.35 $ 1.90 $ 1.72

Net income per common share — assuming dilution $ 1.1 $ 3.32 $ 1.88 $ 1.70

2003

Operating revenue $696.4 $834.3 $890.3 $924.4

Net investment income 15.6 14.0 16.5 14.5

Income before income taxes 64.6 96.1 98.0 38.2

Net income 42.0 62.0 63.4 24.7%

Net income per common share $ 2.30 $ 3.38 $ 3.44 $ 133

Net income per common share — assuming dilution $ 2.28 $ 333 $ 3.40 $ 132

(1) In 2004, the Company incurred $5.0 million, or $3.3 million net of taxes, in title plant impairments and $6.5 million, or §4.3 million
net of taxes, related to office rationalization. In 2003, the Comparny recorded exit and termination costs of $0.3 million, or, $0.2
million net of taxes, related to facility rationalization programs with an office related to reduction in the Primis accruals established

in 2002 and $4.9 million, or $3.2 million net of taxes, in title plant impairments.
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20. Segment Information

The Company, through its subsidiaries, is engaged in the
business of providing title insurance as well as a broad
array of real estate transaction-related services. The
Company has three reporting segments that fall within
three primary business segments, Title Insurance, Lender
Services and Financial Services. The remaining immaterial
reportable segments have been combined into a group
called Corporate and Other.

Title Insurance includes residential and commercial title
insurance policies, escrow and closing services, commercial
real estate services, and other real estate transaction man-
agement services.

Lender Services provides services consisting primarily
of real estate tax processing, flood zone certifications,
mortgage loan subservicing, consumer mortgage credit
reporting and default management services.

Financial Services includes Orange County Bancorp
and its wholly-owned subsidiary, Centennial Bank
(“Centennial”), a California industrial bank that the

Company acquired in November 2003. This business
was included in Corporate and Other in 2003; prior
year amounts have been restated to conform to current
year presentation.

Corporate and Other includes Buyers Home
Warranty, a residential home warranty company acquired
in August 2004, residential inspection and commercial
appraisals and assessments, as well as the unallocated
portion of the corporate expenses related to the
Company’s corporate offices in Richmond, Virginia and
unallocated interest expense.

The Company provides its title services through
direct operations and agents throughout the United
States. It also offers title insurance in Mexico, Europe,
Canada, the Caribbean and Latin America. The interna-
tional operations account for less than 1 percent of the
Company’s income before income taxes. Tax-related
services are offered nationwide. Appraisal services are
provided in 40 states.

Selected financial information about the Company’s operations by segment for each of the three past years is as follows:

Title Lender Financial Corporate

(in millions) Insurance Services Services and Other Total
2004

Operating revenues $3,235.6 $149.6 $ 0.7 $ 58.6 $3,444.5
Personnel cost 837.1 65.2 2.2 66.5 971.0
Depreciation 18.7 3.4 0.1 3.7 25.9
Amortization 8.4 13.4 0.2 2.6 24.6
Income before taxes 306.5 2.0 9.7 (92.1) 226.1
Assets 2,111.9 500.7 476.1 201.3 3,290.0
Investment in affiliates 23.7 0.7 — 18.7 43.1
Capital expenditures 23.6 4.7 0.1 2.6 31.0
2003

Operating revenues $3,259.8 $ 49.0 $ 0.1 $ 365 $ 3,345.4
Personnel cost 786.8 226 0.2 495 859.1
Depreciation 14.6 1.3 — 3.0 18.9
Amortization 5.4 35 — 2.0) 6.9
Income before taxes 3716 (0.4) 0.7 (75.0) 296.9
Assets 1,881.0 4435 2885 108.6 2,7216
Investment in affiliates 115 1.0 — 10.9 23.4
Capital expenditures 30.5 1.1 — 2.0 336
2002

Operating revenues $2,499.5 $ 1.9 $ — $ 322 $2,533.6
Personnel cost 643.9 1.4 — 46.0 691.3
Depreciation 131 0.1 — 4.2 174
Amortization 0.7 — — 0.3) 0.4
Income before taxes 300.6 (0.2) — (70.6) 229.8
Assets 1,744.7 0.3 — 165.8 1,910.8
Investment in affiliates 8.5 0.1 — 5.9 14.5
Capital expenditures 13.7 — — 2.1 15.8

21. Subsequent Events

On February 15, 2005, the Company made an irrevocable
election to satisfy in cash 100 percent of the principal
amount of the 2003 debentures converted after that date.
(See also Notes 7 and 14).
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